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PREFACE 


The purpose of this book is not to present original ideas on its 
subject, but to try to provide an appropriate framework for studying 
economic development. The place for original ideas is articles in the 
technical journals, and my articles on this subject are listed in the 
bibliographical notes. A book of this kind seemed to be necessary 
because the theory of economic growth once more engages world¬ 
wide interest, and because no comprehensive treatise on the subject 
has been published for about a century. The last great book covering 
this wide range was John Stuart Mill’s Principles oj Political Economy, 
published in 1848. After this economists grew wiser; they were too 
sensible to try to cover such an enormous field in a single volume, 
and they even abandoned parts of the subject altogether, as being 
beyond their competence. It is partly irrepressible curiosity and 
partly the practical needs of contemporary policy-makers that have 
driven me to range over this enormous area; but I suppose it is also 
mainly an excess of courage that has permitted me to offer to a critical 
public a book whose subject matter is so vast that most of it must 
inevitably be treated superficially. 


My title is misleading if it suggests that there can be a single theory 
of economic growth. The factors which determine growth are very 
numerous, and each has its own set of theories. There is not much in 
common between the theories which one uses in studying land tenure 
or the diffusion of new ideas, or the trade cycle, the growth of popula¬ 
tion, or the government’s budgets. ‘Theories’ of economic growth 
might have been a more appropriate title, but it would have been 
just as misleading m suggesting that the book set out to review the 
literature of economic growth. What I have done is to make not a 

11 11 , •, . - 1 in studying economic 

growth that it is easy to be lost unless one has a general perspective 

° f krV^ b;,CCt ' ™‘;l.!L lso 1S my CXCUSe for superficiality. Maps are 
published in many different scales, for many different purposes. The 

*^ e ‘eehn'cal journal correspond to a scale of an inch to 
the mile. This book is on a scale more like an inch to a hundred 
miles, this too should have its uses. 

The same combination of curiosity and of practical need which 
drove me to this subject has also determined the shape of the book 
Curiosity demands a philosophical enquiry into the processes of 
human history, while practical need demands a handbook of things 
to do. Since l am equally interested in both, what I have written wfll 

to Know precisely what to do next. It seems inevitable that a boote? 
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PREFACE 


should reflect the personality of its author, with its diversity of 
traits. 

A book must also reflect its author's craft. Economists and socio¬ 
logists deal in generalizations, where anthropologists and historians 
deal in particular cases. I would much have liked to strengthen the 
book by including in it two or three case studies of economic growth 
or economic stagnation. I set out with this intention, and have had 
much pleasure reading of Ancient Egypt and Greece and Rome and 
Islam, not to speak of China, and Japan and the end of the Middle 
Ages. But in truth I derived more pleasure than knowledge, 
especially of periods before 1500 A.D., partly because so little is 
known with certainty about early economic history. To write up a 
single case adequately, covering all the matters dealt with in this 
book, requires immense researches, and a separate treatise. I have 
collaborated very closely with Mrs. Gisela Eisner, who is writing up 
the economic development of Jamaica from 1830 to 1930, as a 
member of the research staff of the University of Manchester. In a 
sense that volume, when it is published in 1956, will be a case study 
corresponding to this. 

I have had generous treatment from many friends and acquaint¬ 
ances. Those who have taken time ofT, in South East Asia, or Africa, 
or the Caribbean, to sjiow me what they were doing, to exchange 
ideas, and to entertain me hospitably, are so numerous that I cannot 
even begin to recite their names. Then there is also the debt one owes 
to the academic fraternity for innumerable conversations in many 
countries, as well as the ceaseless flow of articles in journals. Mr. 
Peter Bauer, Professor Max Gluckman, Mr. J. M. Low, Dr. J. Mars, 
Dr. K. Martin, the Rev. R. H. Preston, Dr. P. Rosenstein-Rodan 
and Professor M. N. Srinivas have been kind enough to read the book 
in typescript, and to offer detailed criticisms. I have benefited im¬ 
mensely from their comments, whilst obstinately adhering, here and 
there, to formulations wlvch they still consider false or misleading. 
An immense labour has fallen upon my secretary, Miss Dora Walkden, 
who has typed the manuscript with patience and with care, and whose 
forbearance I gratefully acknowledge. 

My wife and children have paid a heavy price for the writing of 
this book, in absences and silences; but I cannot begin to speak of 
what I owe to their affection. 

W.A.L. 

Manchester 
July , 1954 
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CHAPTER *1 


INTRODUCTION 


1. DEFINITIONS 

The subject matter of this book is the growth of output per head of 

population. What follows does not depend upon precise definitions 

of these terms; nevertheless some comment on their meaning may be 
helpful. 

First it should be noted that our subject matter is growth, and not 

distribution. It is possible that output may be growing, and yet that 

the mass of the people may be becoming poorer. We shall have to 

consider the relationship between the growth and the distribution of 

output, but our primary interest is in analysing not distribution but 
growth. 

Secondly, our concern is not primarily with consumption but with 
output Output may be growing while consumption is declining, 
either because saving is increasing, or because the government is 
using UP more output for its own purposes. We shall certainly have 
o confer the relationships between output, consumption, saving 

the TrZTT TT’ WC $haI1 be doin S this from the ^ngle of 

“nfmpl 0 " ,P " , ■ ” d “* fr °" <* 1* fro„?h of 

• The d £** nition of output we leave to the theorists of national 

vear’s'n dlfficult index number problems in comparing one 

2 , . ° P , w,th an °ther. There is the difficult problem of deciding 

oS: « as output and what is to be treated as the cosf 
i“!' S increasing expenditure on retail distribution, or adver¬ 
sely as l ° be ‘ 3ken 38 3n increase in output, or 

no”™ d S y ,‘ h ' f <e * “Ho* 

n.oo.10^.ft* prcbl™, ,o 

but with its growth v™ ot th the measur cment of output. 
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THE THEORY OF ECONOMIC GROWTH 

of acquiring greater command over goods and services. This 
frequently happens to individuals, and it may also happen to groups. 
This book is not, however, an essay on whether people ought to have 
or to want more goods and services; its concern is merely with the 
processes by which more goods and services become available. 
The author believes that it is good to have more goods and services, 
but the analysis of the book does not in any way depend upon this 
belief. In order to emphasize the fact that the book is about the 
growth and not about the desirability of output, he has relegated 
what he has to say about desirability to an Appendix at the end of 
the book. 

We have next to distinguish between output and output per head 
of population. The relation between population and total output is 
an obvious part of our subject matter. Output per head will not 
however be our sole concern, for we are also interested in output per 
hour of work done, which may differ from output per head if people 
work longer or shorter hours, or if a greater or smaller part of the 
population is at work. All these matters will come under review. 

The unit of enquiry is the group. Most commonly this will be the 
nation-group, in the peculiar statistical sense of the group about 
whose activities separate statistics of foreign trade are published; 
or the group in respect of whom separate censuses are taken. This is 
a definition of convenience, which comes near enough to defining 
the group as the people under one government, without entering into 
the difficulty of distinguishing between colonial governments, 
federal governments, and other variations of‘one’ government. Much 
of the analysis will, however, apply equally to other groups, for 
example, sometimes to minority groups, and sometimes to regional 
groupings. 

Finally, it should be noted that we shall have frequently to resort 
to abbreviation. ‘Growth of output per head of the population is 
rather a long phrase to repeat over and over again in a book. Most 
often we shall refer only to ‘growth* or to ‘output’, or even occasion¬ 
ally, for the sake of variety, to ‘progress’ or to ‘development. What¬ 
ever the short term used, ‘per head of the population* should be 
understood, unless total output is clearly specified or clearly intended 
by the context. 


2. METHODOLOGY 

The growth of output per head depends on the one hand on the 
natural resources available, and on the other hand on human 
behaviour. This book is primarily interested in human behaviour, 
and concerns itself with natural resources only in so far as they affect 
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human behaviour. Thus it is obvious that poverty of natural re¬ 
sources sets sharp limits to the growth of output per head, and that a 
considerable part of differences in wealth between different countries 
has to be explained in terms of richness of resources. But it is also 
clear that there are great differences in development between 
countries which seem to have roughly equal resources, so it is 
necessary to enquire into the differences in human behaviour which 
influence economic growth. 

The enquiry into human actions has to be conducted at different 


levels, because there are proximate causes of growth, as well as causes 
of these causes. The proximate causes are principally three. First 
there is the effort to economize, either by reducing the cost of any 
g' .wu product, or by increasing the yield from any given input 
of effort or of other resources. This effort to economize shows 
itself in various ways; in experimentation, or risk-taking; in mobility, 
occupational or geographical; and in specialization, to mention 
only its chief manifestations. If the effort is not made, either 
because the desire to economize does not exist, or else because 
either custom or institutions discourage its expression, then economic 
growth will not occur. Secondly, there is the increase of knowledge 
and its application. This process has occurred throughout human 
history, but the more rapid growth of output in recent centuries is 
associated obviously with the more rapid accumulation and applica¬ 
tion of knowledge in production. And thirdly, growth depends upon 
increasing the amount of capital or other resources per head These 

three proximate causes, though clearly distinguishable conceptually, 
are usually found together. 

The second stage of the analysis takes us behind these proximate 
causes to ask why it is that they are found strongly operating in some 

f 01 m ° therS ’ ° r at SOme stages of history but less so in 
others. What environments are most favourable to the emergence 

subdividI°r S ,r W p ! t Pr ° m0te 8r0Wth? This stage ° f the equity 
subdnndes itself First we must enquire which kinds of institutions 

are favourable to growth, and which are inimical to effort to 

° r J° ' nvestment - Then we must move into the realm of 

Iwf K, d ask u what causes a nation to create institutions which are 
favourable, rather than those which are inimical to growth? Is a part 

soSZZ be f ° UDd " ' hc different va.uation g s S different 

societies place upon goods and services relatively to their valuation 

of such non-material satisfactions as leisure, security, eqZto Sod 

£ g 
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What causes a people to have one set of beliefs, rather than another 
set of beliefs, more or less favourable to growth? Are the differences 
of beliefs and institutions due to differences of race, or of geography; 
or is it just historical accident? 

These questions are all questions of consistency: they ask what 
institutions or beliefs or environments are consistent with economic 
growth. But there are also questions of evolution. How do beliefs and 
institutions change? Why do they change in ways favourable to or 
hostile to growth? How does growth itself react upon them? Is 
growth cumulative, in the sense that once it has begun, beliefs and 
institutions are inevitably fashioned in such a way as to facilitate 
further growth; or is it self-arresting, in the dialectical sense that new 
beliefs and institutions are inevitably created to resist growth, and 
to slow it down? Are there self-reversing swings over the centuries 
in human attitudes and institutions, which make the process of 
growth inevitably cyclical? 

The field of analysis which we have thus set out is customarily said 
to be divided out between different branches of the social sciences, 
but if the division has ever been made it has never been effective. 
Thus, one might have expected economists to study the proximate 
causes, but they have done so only very selectively. Economists have 
studied specialization and capital. They have also stressed the im¬ 
portance of mobility, of invention and of risk-taking, and analysed 
with care and elegance the logical implications of the will to econo¬ 
mize. Some economists have gone on to study institutions; nine¬ 
teenth-century economists especially refer frequently to land tenure, 
or to primogeniture, or to joint stock company legislation. However, 
such interests ceased to be fashionable in the second quarter of the 
twentieth century, and were even authoritatively stated not to be the 
proper business of economists. All the rest of the field belongs to 
sociologists, to historians, to students of beliefs, to lawyers, to biolo¬ 
gists or to geographers, but they have done little more than to look 
at it, and to put in a spade here and there. One suspects that the 
sociologists have left the study of economic institutions to the econo¬ 
mists, while the economists have left the subject to the sociologists. 
Where the general attitude is to leave the field to someone else, 
perhaps there will be no jealousy at the boldness of this writer in 
attempting a general survey. Perhaps too the field will no longer seem 
so discouraging if there is provided at least a crude map of its 
resources and its potentialities. 

The questions of consistency are much easier to tackle than the 
questions of evolution. This is because, like the theories of economics 
or of mathematics, questions of consistency lend themselves to the 
process of deduction from simple premises. For, in the light of one or 
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two simple generalizations, it is not difficult to see why some beliefs 
or institutions promote growth more than others. Relevant generali¬ 
zations are such as that men are more likely to invest if they value 
extra goods highly than if they do not; or if they will reap the fruit 
of the investment for themselves than if it becomes common prop¬ 
erty; or if there is freedom to buy or hire co-operating resources than 
if there is not. Economists are applying the deductive method all the 
time to those of their problems which are quantifiable, at least con¬ 
ceptually, and which can therefore be handled mathematically. The 
consistency of beliefs and of institutions with growth is not a problem 
in mathematics, and this is why we have in recent years fought shy of 
tackling such matters. But the deductive method is nevertheless 
applicable and fruitful. 

Some of the most elegant work of economic theorists in recent 


years has been concerned with the stability of economic growth. 
Starting by assuming capitalist institutions and habits, economists 
have built mathematical models which oscillate, or rise logistically 
towards a limit, or ultimately swing round from growth to secular 
decline. These results are achieved by assuming various coefficients, 
and various relations between parameters—for such matters as the 
propensity to save, or the birth rate, or the determinants of invest¬ 
ment decisions. This work in turn has stimulated statistical enquiry 
to discover what relationships and coefficients best fit recent experi¬ 
ence in the United States and other advanced economies. This work 
is essentially in the area of consistency rather than of evolution It 
seeks to discover what the relationships and propensities are, and 

the y are consistent with stable growth; it does not tell us 
why the coefficients are what they are, or why they change over time. 
The result is an indispensable tool for short-term analysis, to be used 
when we are enquiring into the history of some particular group 

and short P er,od of time, during which the basic institutions 

and attitudes can be assumed to change very little. But if we are con¬ 
cerned with long-term studies of changes in propensities or if we 
wsh to account for differences between groups or countries we have 

«ju,« y ,0 ,00k b.y.dd bed.™ of 


Stay rs it r r.,“r-“s i 

•ligations than they do in most oth 

societies, and we naturally tend to assume that a man is more hkely 
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to make economizing efforts if the fruit accrues to himself alone than 
he would if the fruit had also to be shared by more distant members 
of his family, or by a whole clan, or by religious or political leaders, 
or by others whose claims he would not automatically recognize in 
an individualistic society. This assumption may be false. Institutions 
which would hinder progress in Western Europe may be conducive 
to progress in a society whose tests of whether effort is worth while 
are quite different because of their different conception of what is 
worth having. There is no way of guarding against this bias except 
observation. From the studies made by anthropologists and by 
sociologists we have to try to decide what is universal, in the sense of 
what is common to human behaviour in different social contexts, and 
so to arrive at basic generalizations which stand up to comparisons 
between societies, and which can therefore in turn be used for assess¬ 
ing institutions. 

It should of course be added that some institutions or beliefs may 
be consistent with growth but not with each other. For example, 
economic growth is consistent with the state investing twenty per 
cent of the national income in public capital formation, or with 
private enterprise investing twenty per cent of the national income in 
private capital formation. But it is doubtful whether it would be 
possible to have one and the same society in which the state invested 
twenty per cent and private enterprise invested another twenty per 
cent in capital formation. The consistency of institutions with each 
other is a problem of special interest in the analysis of social change, 
and it is mainly in this context that we shall have to keep it in mind. 

The most difficult problem in consistency is to explain why people 
hold the beliefs they do. Economic growth depends on attitudes to 
work, to wealth, to thrift, to having children, to invention, to 
strangers, to adventure, and so on, and all these attitudes flow from 
deep springs in the human mind. There have been attempts to explain 
why these attitudes vary from one community to another. One can 
look to differences in religion, but this is merely to restate the 
problem, since it raises the question why the particular religion holds 
these particular tenets, and why it has been accepted in this particular 
place and not elsewhere. Or one can look to differences in natural 
environment, in climate, in race, or, failing all else, in the accidents 
of history. The experienced sociologist knows that these questions 
are unanswerable, certainly in our present state of knowledge, and 
probably for all time. He will not expect any more in this book than 
that they should be briefly explored. We can say a fair amount about 
consistency between institutions and economic growth, and a fair 
amount about the relationship between attitudes and institutions; 
but when we come to explore the attitudes themselves, how they 
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emerge, and why they change, we reach sooner or later to the limits 
of our understanding of human history. 

Questions of social evolution are even more difficult to handle than 
questions of consistency because the deductive method helps much 
less towards answering them. To understand how or why something 
happens, we must look at the facts; that is to say, we must apply the 
inductive method to historical data. 

Every economist goes through a phase where he is dissatisfied with 
the deductive basis of economic theory, and feels sure that a much 
better insight into economic processes could be obtained by study¬ 
ing the facts of history. The instinct is sound; yet the enthusiasms of 
this phase seldom survive any serious attempt to get to grips with the 
facts of history. This is because there are very few facts of history in 
the relevant senses. We mean by this, in the first instance, that it is 
only for very few countries and for very recent periods that any 
adequate quantity of historical records exists; and even when there 
are plenty of records we cannot always be certain exactly what 
happened. We mean also, more significantly, that the ‘facts’ which 
would interest the theorist are not what happened but why it 
happened; and while history may record what happened, it is seldom 
able to record why it happened. The records may show what some 
people who lived at the time thought to be the cause. But, for most of 
the events that interest economists (and especially for gradual changes 
in institutions or beliefs), very few contemporaries even knew that 
hey were happening, and most of the recorded opinions as to why 
they were happening have to be treated with reserve 

consists not of facts but of historians’ opinions 
n Why 11 happened - Historians’ opinions of 

< n uT al ‘ y Pretty re *i a ble with, of course, striking 
S i historians are trained in sifting historical evidence 

reflection ofXT ^ 11 happened are usually not more than a 
reflection of their personal theories of social causation, which deter- 

explain j • i^ t economic historians 

plain economic events in terms of the economic theories current at 

the time of wntmg (or worse still, current in their undergraduate 

ta»tr.»°d n r,W , , W ' ,h 1? "r ,1,e “ " " ilh '»*■ <> always wo,!h 
th.S ij S" Y“ 11 1* ‘*»°»s (h.e when (he soei.l 
is aonealinp tn ? cts \ m the sense of appealing to history, he 

chemist or the biolog^ fr0m that in which the 
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But our difficulties do not end here. For even if what happened 
were clear beyond all doubt, it would still be difficult to construct 
social theories from these facts. Each historical event has a number 
of contributing causes. The event may repeat itself several times, but 
the constellation of causes is usually different, since history cannot 
repeat itself exactly—if only because each successive event has more 
history behind it. The problem is therefore to decide which causes 
are more important than others. If the events with which we are 
dealing are measurable we can sometimes do this by means of 
statistical techniques, which result in equations where each cause is 
assigned a specific weight (coefficient). If we are dealing with non- 
measurable events, however, we are back in the realm of personal 
judgment. This is made still more difficult by the limitations of the 
human mind. No one person can know enough history—of different 
periods and different countries—to know enough facts—even if the 
facts were perfectly knowable—to feel confident that his theory is 
based upon a comparison of a sufficient number of events to justify 
generalization, that he has got all the facts right each time, and that 
his generalization could not be disproved by adducing other similar 
events which he has not considered. 

It follows that theories of social evolution can never be placed upon 
as secure a foundation as can the theories of chemistry or biology, 
whose appeal is to repeatable experiments. The difference may be 
one of degree only, in the sense that the more speculative theories in 
the natural sciences are often upset by the discovery of new facts. 
But the facts of history are so much less securely established than 
are the facts of repeatable experiments that this is one of those 
differences of degree which is virtually a difference in kind. 

It does not follow that we should cease to try to understand social 
change; man being a curious animal, it is beyond our nature to cease 
to try to understand. What follows is that we should be modest in our 
claims, and recognize how tentative is any hypothesis which we 
claim to base upon the study of history. 

The formulation of theories of evolution proceeds at two levels. At 
the lower level we try to discover how things change and why; at 
the upper level we predict what is going to happen. The former is the 
essential business of social theorists, but it is of course the latter which 
offers the greatest excitements and follies. 

At the lower level the social theorist attempts to discover which are 
the important variables, what are their relative weights, and how they 
are interconnected simultaneously and in time. At the upper level he 
has to predict how all the variables will change, and it is this which 
makes prediction impossible. 

Most predictions are no more than exercises in method. We say: 



INTRODUCTION 


17 


the result depends on the behaviour of variables a to z; if we assume 
that a to g stay constant, and that h to r change in certain specified 
ways, then we can predict that the result will be such and such. To 
be able to predict what will happen we have to be able to know 
how all the variables are going to behave; we must know whether 
there is going to be a war within the specified time, or an earthquake, 
or an outbreak of influenza, or the birth or death of some influential 


person at a critical time, or a thousand other matters which influence 
the course of events. Many of these things can never be foreknown; 
even if they could be foreknown no single brain could ever set up a 
system of equations which could embrace all the millions of variables 
which determine the future. We cannot therefore hope to achieve 
more than partial predictions of the ‘if . . . then . . .* variety. 
Examples of these are the difference equations which we use in 
exercising some problems of economic dynamics; or the Ricardian 
theory of economic growth through population and diminishing 
returns towards stagnation; or the Schumpeterian prognosis of 
institutional developments in Western capitalism. These exercises 
in method are often presented as something more than this, because 
the authors either do not realize themselves or fail to make clear to 
others the assumptions upon which the exercise is based. They usually 
also fail to predict the future correctly, because the coefficients were 


wrong or have changed, or because the relations between the vari¬ 
ables were wrong or have changed, or because new variables which 
had been neglected turn out to be important. The failure of these 
exercises is no cause for shame, since it is only by finding out why 
hypotheses are inadequate that we can hope to glean a less imperfect 
understanding of the how and why of social change. 

In this book we write with fair confidence on how society changes, 
but with little or no confidence on the directions in which it is likely 
to change. There are a few well established generalizations on the 
process of change—on such matters as who are the most likely 
innovators, on the role of imitation, on the sources of resistance to 
change, on the logistic process of growth, and so on. These generali¬ 
zations seem also to have universal application, in the sense that the 
process of social change is much the same today as it was 2,000 years 
ago, and is much the same in societies of varying stages of develop¬ 
ment. Hence in writing about such matters we can take all human 
history for our province, without seeking to find different laws for 
different stages of social organization. Here we are in much the same 
position as when we discuss problems of consistency; human atti¬ 
tudes to property or to reward, or to child bearing do differ, but 
different societies have enough in common for it to be possible to 
deduce some general rules of human behaviour. We can tell how 
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change will occur if it occurs; what we cannot foresee is what change 
is going to occur. 

This introductory statement on methodology may help to explain 
why this book does not pursue lines of enquiry which may be found 
in other analyses of economic evolution. We do not believe that it is 
possible to say how any particular social system is going to develop, 
and we do not, therefore, like Ricardo or Marx or Toynbee or 
Hansen or Schumpeter set out a theory of the laws of evolution of 
society. We do not believe that there are stages of development 
through which every society must pass, from primitive stages through 
feudalism to exchange economies, and do not therefore follow in the 
footsteps of Comte or Marx or Herbert Spencer or Weber. All our 
prediction is on the much more pedestrian level of enquiring how far 
the changes which occurred in the wealthier countries as they 
developed may be expected to repeat themselves in the poorer 
countries if they develop. Sometimes we can answer fairly con¬ 
fidently; for example, to say that the proportion of the population 
engaged in agriculture will fall, or that status relationships will give 
place increasingly to contractual relationships. In other places we do 
not know the answer, such as in predicting whether the birth rate will 
fall as the standard of living rises, or whether war is an inevitable 
product of economic growth. Much of the book is concerned with 
noting the changes which have occurred in developing societies, 
and in enquiring whether those who come after may be expected to 
follow in the footsteps of those who went before. As for the leading 
countries themselves, we hold it to be impossible to predict where 
they will go next, since we do not believe that the future of the human 
race is governed by immutable laws of which we have or can have 
knowledge. 

3. LAYOUT 

The layout of a book on economic growth is largely a matter of 
personal choice. The matters to be studied are so closely inter-related 
that it does not matter where one begins. This book begins with the 
effort to economize, and the beliefs and institutions which determine 
how vigorous this effort is. Next it considers the role of knowledge in 
growth, and the processes which facilitate both the accumulation and 
the diffusion of knowledge. The study of resources per head opens 
with a chapter on capital, and then continues with a chapter on 
population. This in turn leads naturally to international trade, since 
this is the outcome of different distributions of resources relatively 
to population. The role of government in economic development is 
not a separate subject; it really belongs to each of these chapters; 
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but it is convenient to treat government in a separate final chapter 
because of its importance. In each chapter the approach is the same; 
from the angle of consistency with growth we are interested in 
economic relations, in institutions and in beliefs; and from the angle 
of evolution we are interested in why things change, in how they 
change, and in whether any trends can be perceived. 

This division of our subject matter between the various factors in 
economic growth makes it necessary to stress from time to time the 
inter-relationship between the several factors, in the sense that 
advance on any one front will bring about advance on the others as 
well. If more capital becomes available, for example from abroad, it 
will as likely as not be associated with new technologies, and will 
probably affect the pattern of institutions and of human attitudes. 
If new knowledge is discovered, investment will be stimulated, and 
institutions will feel the impact. If institutions are liberalized, human 
effort will increase, and more knowledge and more capital will be 
applied in production. Social change is cumulative, with the effect 
that different factors reinforce each other. 


Despite this inter-relationship, there are fashions in asserting that 
some one factor is more important than all the others. To Adam 
Smith, for example, and a long line of liberal economists, what was 
needed to promote economic growth was primarily the right in¬ 
stitutional framework; given this framework there was not much 
need to bother about willingness to make effort, or about the accumu¬ 
lation of knowledge, or about capital accumulation, since all these 
were instinctive human reactions, inhibited only by faulty institutions. 
To Malthus, on the other hand, one of the major obstacles in under¬ 
developed countries was lack of demand, which we would translate 
in these days as ‘a low valuation of income in relation to leisure*, and 
this point of view has many adherents today. Another school fastens 
upon low technological skill as the bottleneck; President Truman’s 
programme for under-developed countries, for example, which 
claimed that technical assistance is what the under-developed chiefly 
need from the developed countries. Or there is the school which 
fastens upon capital as the bottleneck, claiming that if only the 
capital were available new technologies could be made available 
too, and that in the process of economic growth all institutions hostile 
to economic growth would be altered or swept away. And finally 
there is the school which puts all the emphasis upon natural re- 
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countries, or in the sense that its institutions are relatively un¬ 
favourable to investment, or in the sense that capital resources per 
head are low when compared say with Western Europe, or in the 
sense that output per head is low, or in the sense that it has valuable 
natural resources (minerals, water, soil) which it has not yet begun to 
use. A country may be more under-developed in one of these senses, 
and less so in others, but in practice there is such close relationship 
between these indices that it is odd to find men abusing each other 

for using the word ‘under-developed’ in one sense rather than in 
some other. 

Of course, it is true that one obstacle to growth may stand out 
above all others, in some particular place at some particular time, 
either in the sense that the deficiency is greatest at this point, or else 
in the sense that it is easier to make a start there than at any other 
point. For example, it is possible to think of countries where the 
principal contemporary obstacle to growth is institutions (e.g. bad 
government, or bad tenancy laws) in the sense that more knowledge 
and capital would come forth if the institutions were changed, but 
not otherwise. It is equally possible to think of other places where 
current institutions are not an obstacle to economic growth, and 
where the principal shortage is capital. And there are still other 
places where a good start could be made by taking new technologies 
to the farmers, in the shape of fertilizers and better seeds. It is some¬ 
times desirable to concentrate one’s attention on a single problem 
to the exclusion of most others. This, however, is only a temporary 
tactic, in the sense that if one succeeds in breaking one bottleneck, 
the result is usually that some other comes into prominence. If the 
farmers take to the seeds and fertilizers, new capital will be needed 
to handle the extra output; if capital becomes available, mortgage 
and other investment laws must be made appropriate; if institutions 
improve, some other obstacle to growth then comes into view. 
Hence though the reformer may begin by working upon one factor 
only, he has to bear in mind that if he is to have full success, much 
other change is involved beyond the factor with which he is im¬ 
mediately concerned. 

In this book we separate the various causes of growth for analy¬ 
tical purposes only. Since the causes are inter-related, the book must 
be read as a whole if it is not to be misunderstood; each sentence, 
or paragraph or chapter takes for granted what is written elsewhere, 
and if torn from its context, may cease to be true. There are also 
certain topics, e.g. religion, which have to turn up in several chapters, 
each time in reference to some different aspect of economic growth. 
Some confusion is inevitable when one has to dissect a subject which 
cannot be dissected. We have tried to keep confusion to a minimum 
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by making frequent cross-references in the text, but the reader who 
wishes to get a complete view of any single topic must use the index 
for this purpose. 


BIBLIOGRAPHICAL NOTE 


At the end of each chapter there is a biliographical note giving references 
for some of the subjects discussed in that chapter. These notes are not in¬ 
tended to survey the whole of the literature; they list only a few references 
which the student may find particularly helpful. In this first note we deal 
with general works on economic development, with philosophies of 
history, and with country studies. 

Eighteenth century economists were greatly concerned with economic 
growth, and almost any major treatise published in that century deals with 
virtually the whole subject matter of this book. The subject went out of 
fashion, however, in the second half of the nineteenth century. John 
Stuart Mill’s Principles of Political Economy , London, 1848, is the culmina¬ 
ting work of this tradition, and is still worth reading. Frederick List was a 
lesser writer, unorthodox in his approach to tariff problems, but also 
specially interesting for his influence on German and on American thought; 
see his The National System of Political Economy , London, 1909 (originally 
published in German in 1844). Karl Marx was also in the classical 
tradition; his output was enormous, but his economic writings are in¬ 
telligible only to specialists. For a lucid account by a modern Marxist see 
P. M. Sweezy, The Theory of Capitalist Development, New York, 1942. 

The only twentieth century economist who came anywhere near to a 
general survey of economic growth was J. A. Schumpeter, in his Socialism 
Capitalism, and Democracy, New York, 1942. (His The Theory of Economic 
Development, Cambridge, 1934, originally published in German in 1912 
is very much narrower in scope than its title implies.) B. S. Keirstead’ 
The Theory of Economic Change , Montreal, 1948, also covers only a part of 
the subject. Students of Indian problems will find a very good statement in 
B.Datta, The Economics of Industrialization, Calcutta, 1952. W. W.Rostow’s 
The Process of Economic Growth, Oxford, 1953, is interesting chiefly as a 
study in method. Half of S. H. Frankel’s The Economic Impact on Under¬ 
developed Countries, Oxford, 1952, deals with the definition and measure¬ 
ment of national income, and the other half makes the point that capital 
tormation by itself will not ensure economic growth. For a brief intro¬ 
ductory survey see United Nations, Measures for the Economic Develop¬ 
ment of Under-developed Countries , New York, 1951. 

Historians have given more attention to these matters than economists 

A -, J ' T ° ynbee ’ s A S "“>y of History, London, 
1934-9, is beyond the general reader, but it has been finely summarized 
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torians to theory see R. G. Colli ngwood, The Idea of History , Oxford, 1946. 
Karl Popper also discusses theories of history and of prediction in The 
Open Society and its Enemies , London, 1945. See also M. Ginsberg, The 
Idea of Progress , London, 1953. 

It is desirable to read as widely as possible in the field of economic 
history. There are many standard histories of the countries of Western 
Europe and of the United States of America. Something should be known 
of Soviet Russia; the most reliable statistics are in a book edited by A. 
Bergson, Soviet Economic Growth , Evanston, 1953. Good introductions to 
Japan are E. H. Norman, Japan's Emergence as a Modern State , New 
York, 1940; and G. C. Allen, A Short Economic History of Japan , London, 
1946. All the problems dealt with in this book would be settled if we 
understood the rise and decline of Greece and Rome. Unfortunately, though 
there is a large literature on this subject, it is still highly speculative. The 
best treatment to date is in the appropriate volumes of the Cambridge 
Ancient History , London, various dates; see also M. Rostovtzeff, ‘The 
De ay of the Ancient World and its Economic Explanations’, Economic 
History Review , Vol. II, 1930. 

Some acquaintance with the institutions of primitive peoples is also 
necessary. C. D. Forde, Habitat , Economy and Society , London, 1934; 
R. W. Firth, Primitive Polynesian Economy , London, 1939; M. J. 
Herskovits, The Economic Life of Primitive Peoples , New York, 1940; 
B. Malinowski, Argonauts of the Western Pacific , London, 1922. 



CHAPTER II 


THE WILL TO ECONOMIZE 


The three proximate causes of economic growth, as we have said, are 
economic activity, increasing knowledge, and increasing capital. In 
this and the succeeding chapter we pursue the first. 

By economic activity we mean effort directed towards increasing 
the yield of a given effort or resource, or towards reducing the cost 
of a given yield. To say that economic activity is necessary to econo¬ 
mic growth is to say no more than that men are not likely to get more 
unless they try to get more. Growth is the result of human effort. 
Nature is not particularly kind to man; left to herself she will over¬ 
whelm with weeds, with floods, with epidemics and with other 
disasters which man wards off by taking thought and action. It is by 
accepting the varied challenges presented by his environment that 

man is able, in innumerable ways, to wrest from nature more product 
for less effort. 

To accept the challenge of nature is to be willing to experiment, to 

seek out opportunities, to respond to openings, and generally to 

manoeuvre. The greatest growth occurs in societies where men have 

an eye to the economic chance, and are willing to stir themselves to 
seize it. 


Now societies differ widely from each other in the extent to which 
their members seek out and exploit economic opportunities. There is 
a difference between countries, between groups in the same country 
(e.g. regional, religious or racial groups), and between patterns of 
behaviour in the same country at different stages of its history. These 
differences may be traced to three distinct causes, namely to differ¬ 
ences in the valuation of material goods relatively to the effort 

differ. to . ge * them ’ t0 differen <*s in available opportunities, and to 
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1. THE DESIRE FOR GOODS 

When we say that a particular group places a low valuation upon 
goods relatively to effort, the difference may lie either in a lesser 
appreciation of goods and services, or else in a higher psychological 
cost of the effort required to get them. Under the first heading, the 
lower valuation of goods may be due to asceticism, or to a higher 
valuation of other activities, or to limited horizons. Under the second 
heading we must remember that economic effort embraces all ways 
of seeking out and using opportunities, not only work, but also 
mobility and enterprise. We shall consider in turn attitudes to each of 
these matters. 

(a) Asceticism 

Ascetic codes recognize special merit in consuming less than the 
rest of one’s fellows. Several paths lead to the conclusion that this is 
the superior way of life. In the first place, some codes stress the value 
of learning to control one’s natural desires, for food, for sex, for 
comfort and for other satisfactions; they encourage forms of fasting 
and other discomforts as means of spiritual growth. In the second 
place, earning one’s living consumes time which might be given to 
meditation or to religious exercises; not all religions take this view— 
in some God is glorified as much in work as in prayer, and work is a 
means of earning spiritual merit. In the third place, earning a living 
sometimes brings out aggressive tendencies towards one’s fellows, 
and it is better to avoid this temptation by confining oneself to con¬ 
suming as little as one can manage. 

Most codes distinguish between what is expected of priests, or 
others professionally engaged in practising, safeguarding or dis¬ 
seminating the code, and what is expected of the laity. Priests are 
generally expected to be poor. This is not always so even in the theory 
of the matter; the priests of some religions, e.g. in Africa, are not 
expected to be more ascetic than their fellows. Also, the theory is not 
always put into practice, for, in many churches where ascetism is the 
ideal expected of priest, there is nevertheless much wining and dining 
and living in luxury. This distinction between theory and practice is 
facilitated where a distinction is drawn between the priests and the 

church. If the code does not prevent thechurchfromgrowingrich—and 
hardly any religion opposes the accumulation of wealth by its church 
it is hard to expect the individual priests, who administer the wealth 
of the church, to refrain from enjoying some of it for themselves. 

The distinction between what the code expects of priests and what 
it expects of the laity cannot be watertight, if only because the laity 
are expected to model themselves to some extent upon the priests. 
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whose way of life is supposed to be the model of holiness. In the 
matter of asceticism, however, the code seldom demands of the layman 
more than that he should practise various fo r ms of asceticism (espec¬ 
ially fasting) from time to time, or on specified days, or for specified 
periods. And these periods of asceticism are usually matched by 
corresponding festivals or feast days, when the faithful are en¬ 
couraged to give themselves over to indulgence in varying degrees. 
In origin, many of the fasts and the festivals are associated with the 
seasons of agriculture; one fasts in the hungry period before the 
harvest, and feasts in thanksgiving when the crop is garnered. 

The only parts of the world in which the ascetic ideal is held before 
the laity with any emphasis are the parts where Hinduism and 
Buddhism hold sway, and even in those parts it is doubtful whether 
this ideal actually influences the conduct of many laymen. It may be 
that m these countries some people who might otherwise pursue a 
business career are attracted instead to the priestly life, but this 
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from seeking a living in certain ways—we shall come to this later— 
but it does not deter anyone from enjoying a higher standard of life 
which has been earned without sin. 

(b) Wealth and Social Status 

In most communities the attractions of asceticism are small when 
compared with the attractions of wealth, either as a means to power, 
or as a mark of superior social status. 

The attractions of conspicuous consumption are a familiar theme. 
Goods may even be desired for this purpose even though they cannot 
be enjoyed. Many men acquire objects which they are not able to 
enjoy, solely to emphasize their status—the literature is full of pianos 
in houses where no one plays them, of private picture galleries owned 
by insensitive millionaires, of cattle kept to show tribal status 
instead of for meat or milk, of goods acquired for conspicuous waste 
or destruction, and of similar examples of goods desired for show 
rather than for personal enjoyment. These displays are practised 
particularly by persons who are moving from a lower to a higher 
social class, and who are anxious to be recognized in their superior 
status. In the industrial countries they are much indulged in by the 
noveaux riches. In the colonial countries, where the ruling classes 
differ in race from the ruled, it will also often be found that the 
middle and upper classes indulge excessively in conspicuous con¬ 
sumption. This is because one form which their nationalist self- 
assertiveness takes is to show that they are ‘as good’ as their rulers, 
at least in being able to build as big houses, or to drive in as big 
cars, or to throw as expensive parties. This excessive consumption 
often weakens the subject people, by throwing them into debt, and 
by reducing the amount which they might save and invest in accu¬ 
mulating wealth. 

Wealth is also desired as a means to power—whether it be the 
power of bribery, political power, power over employees, or other 
forms of power. 

Wealth is not, however, always the easiest road to power or 
prestige. In modern capitalist society anyone who becomes rich can 
move into the highest—or nearly the highest—social circles. In many 
other communities this is not so. As in Hindu society, it may be the 
priestly caste that all others respect; or as in old China, the learned 
man. Elsewhere, it is the soldier; or prestige goes to birth in noble 
families. In any country the most enterprising young men will try to 
distinguish themselves in the ways which win highest distinction; if 
the way lies in war, in hunting, in religion, in bureaucracy—wherever 
it may lie, thither they will go. They will turn their thoughts towards 
economic activity only if the successful organizers of economic 
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activity can achieve the highest honours. In the early days of the 
Soviet Union the organizers of economic activity were despised; 
there was glory for the party man, or for the trade unionist, or for 
the scientist, but the factory manager was held in low esteem. Today 
all is different. The successful manager is very highly paid; is accorded 
special privileges in housing, and in entertainment; is no longer 
subordinated to workers in his own factory; and moves in the 
highest social circles. 

This is one sense in which it is true that wealth is desired more in 
some countries than in others, and that the amount of effort given to 
producing wealth is a function of the desire for wealth. This, however, 
is merely a matter of degree. In every country of the world wealth 
wins respect and prestige, even though in some there is a time lag 
and wealth may not acquire its full prestige until the second genera¬ 
tion. Making money, nevertheless, always competes with other ways 
of acquiring social status, and the proportion of intelligent and 
enterprising young men attracted to this way of life is partly a 
function of the relative status of money making and of other 
activities. Thus some believe that the relative status of money makers 
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Reformation the Christian theologians were engaged in adapting 
their precepts in order to show that trade and usury were not 
necessarily sinful activities. By the time the Reformation occurred 
in the fifteenth century, this adaptation was already advanced. This 
is an interesting illustration of the relationship between religious 
change and economic change, which we shall be discussing more fully 
in Chapter III (section 4(a)). Since religion reflects economic change, 
economic attitudes cannot be explained exclusively in religious terms. 
On the other hand, if only because of the time lag in religious change, 
the influence of religious beliefs upon economic behaviour is at any 
time of great significance. 

In almost every society wealth, prestige and power are closely 
associated. Where societies differ fundamentally is in what the 
wealthy do with their wealth, and in the sources of wealth to which 
prestige attaches. In pre-capitalist societies rich men spend their 
wealth in unproductive ways, whereas in capitalist societies they 
invest it productively. There are not great differences in the degree of 
inequality of income, as between stagnating and expanding econo¬ 
mies, but it makes a great difference to the rate of economic growth 
whether the rich spend their incomes on keeping retainers and on 
building monuments, or whether they invest it in irrigation works, or 
mines, or other productive activities. It is the habit of productive 
investment that distinguishes rich from poor nations, rather than 
differences in equality of income, or differences in the respect 
accorded to wealthy men. Again, in so far as there are differences in 
prestige attaching to wealth, what matters is the relative status of 
those whose wealth is made or represented by productive investment, 
as compared with those whose wealth springs from ownership or 
inheritance of land. In most societies the landowners constitute the 
aristocracy, and it is only in societies which have undergone con¬ 
siderable economic expansion that rich men whose wealth is founded 
upon commercial activities can move on equal terms with men whose 
wealth is founded upon land. The really significant turning point in 
the life of a society is not when it begins to respect wealth, as such, 
but when it places in the forefront productive investment and the 
wealth associated therewith. 

Behind the differences in attitudes to productive investment lie 
many factors which we shall consider in more detail in Chapter V 
(section 2(b )). Not the least of these are differences of national 
aspiration. Countries which are anxious to be strong militarily, or to 
be independent, or to colonize or conquer other countries, usually 
also want to have economic strength, if only because this is necessary 
in war. In our own day we can see this nationalist aspiration at work 
in several countries. The colonial or formerly colonial countries are 
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busily enquiring into the causes of economic growth, and framing 
plans for economic expansion, partly because they want to raise the 
standard of living of their peoples, but also because they wish to raise 
their international status. The U.S.S.R. has forced through pro¬ 
grammes of tremendous expansion at tremendous cost in human 
misery. Great Britain, anxious to retain her status as a first class 
power, is preaching the gospel of productivity, and so on. Differences 
between countries in their attitudes to wealth are rapidly diminishing 
because of the strong force of nationalist aspirations. And they will 
diminish all the more as the resulting study of the possibilities reveals 
opportunities for wealth hitherto unsuspected. 


(c) Limited Horizons 

We have argued so far that asceticism is not, in practice, a drag on 
economic effort, and also that most men desire wealth, whether for 

enj ° ymen ^ or for Prestige and power, though it is also true 
that the prestige of wealth, relatively to the prestige of other forms 
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musical entertainments. Similarly, the theatre, the cinema, the 
sports stadium, the dance hall, and similar purveyors of mass 
entertainment depend upon the nature of the people’s culture. 

Wants are limited, thirdly, by habits and taboos. At low levels of 
living, food and clothing account for two-thirds of income, or more. 
But these are just the fields of expenditure where social convention is 
important. Thus it is hard to get people to improve their diets, if this 
improvement means eating new sorts of food, or eating food pre¬ 
pared in new ways. And there is similarly a limited market for styles 
of dress which are not generally approved. 

Finally, wants are limited by ignorance. In spite of the limitations 
of physical background, cultural background, and habit or taboo, 
there remain some goods which people would be willing to buy, and 
to make the effort to get, if they knew about them. But the process of 
spreading knowledge is slow. 

These are among the reasons why in some primitive communities 
people work very little, and are not tempted by offers of employment 
even at what appear to be high wages. They are not tempted because 
they would not know what to do with the money; or more exactly 
because the things they could buy with the money yield low marginal 
satisfactions. It is also for these reasons that large increases of income 
are so often misspent, by western standards. The money cannot be 
spent as westerners would spend it. In particular, it has to be spent 
not so much in acquiring new goods, of a type not owned before, as in 
buying more of the same—more drink, or more wives, or more cloth. 

If wants are limited, it is only natural that people will work fewer 
hours as the remuneration per hour increases. Conversely, if wants 
are expansible, it is theoretically possible that people will work 
more as remuneration per hour increases. In considering the 
elasticity of wants we have to distinguish between the short run and 
the long. In the short run a man has definite ideas of the standard of 
living which he has to try to maintain, this being the conventional 
standard of his class. If earnings increase his immediate reaction is 
to work less, and if earnings decrease his immediate reaction is to 
work more. In the longer run, however, his standards are adjustable. 
If life has become harder, he may lower his standard, and revert to 
shorter hours; if life has become easier he will raise his standard, and 
revert to longer hours. For, it is not only the standard of living that is 
conventional, but also the number of hours worked. The immediate 
effect of a change is to leave the standard more or less unchanged, 
while altering the hours substantially; whereas the ultimate effect is to 
alter the standard substantially while hours revert towards the pre¬ 
vious convention. 

In primitive societies extra income beyond the conventional level 
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cannot be enjoyed as much as in more advanced societies because of 
the limited range of possible uses. There will be a demand for goods 
if they can help to reduce further effort; bicycles reduce the need to 
walk; guns make it easier to kill wild beasts, for food or for pro¬ 
tection; tanks conserve water. Extra income may also give greater 
power over one’s fellows; by securing election to coveted positions; 
by bribery; by purchase of slaves; by moneylending. Or goods can 
be used for display; one can give big banquets; or have more wives; 
or buy more clothes or jewellery; build bigger tombs; or impress one’s 
fellows by orgies of destruction, including destruction of some of 
one’s equipment (e.g. fishing boats in Polynesia). There is also a 
temporary demand for useless novelties, both to satisfy curiosity, 
and also for display. All these motives, of course, are present in all 
societies, whatever their degree of development. What distinguishes 
the primitive from the advanced societies is firstly that in the advanced 
societies there can be more enjoyment of extra commodities for them¬ 
selves, and not merely because of the opportunities they give for 
display or power or reduced effort; and secondly that the range of 
goods that can be enjoyed is so much wider. 


The expansibility of wants increases as physical equipment in¬ 
creases, as the culture becomes more complex, as the hold of conven¬ 
tion weakens, and as knowledge of new goods is spread. This last is 

a • m ^ ^ since it is the knowledge 

of new goods which sets in motion the forces that destroy convention 
or change the physical environment. To understand how wants 

become more elastic we must therefore understand how knowledge 
of new goods is spread. B 

The process is one of imitation. New goods can be sold sometimes 
merely by persuasion. The domestic innovator, or the foreigner who 
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separate part of the town or of the country, enjoy their leisure in 
exclusive clubs or other surroundings, and avoid social mixture with 
other classes. It depends, again, on whether the rich encourage the 
poor to imitate them, or whether there are laws or customs which 
deter the poor from consuming the sort of things which the rich 
consume. It depends also on the degree of social mobility, since if 
it is easy for members of the lower classes to rise, there will be some 
desire on the part of those who are rising to display their changing 
status by adopting the consumption habits of the rich. The more 
democratic the community, in terms of mixing together socially, the 
more elastic wants will be, in terms of effort. 

Societies differ in the extent to which the spread of new goods is 
hindered by difficulties of diffusion, in comparison with other 
difficulties. In primitive societies it is more probably lack of equip¬ 
ment, and such cultural lags as illiteracy, that limit wants rather than 
ignorance of new goods. This was not so in the days when these 
countries were cut off from foreign contact. But in these days, with 
foreigners in their midst living at high and envied material standards, 
most of the people in these countries could think of ways of spending 
extra income, if it were not that their houses are small, and that 
electricity, gas and water are not available on tap. Much extra income 
flows into better housing and furniture. On the other hand, in a 
country like England, the limit to the desire of the lower classes for 
more goods is more probably lack of desire to imitate the better off, 
with telephones, or cars, or refrigerators or expensive clothes, and 
this is because the undemocratic social (as distinct from political) 
traditions of the country cause the lower classes to be more satisfied 
to accept their material station in life than are the corresponding 
classes in the United States. 

2. THE COST OF EFFORT 

So much for men’s attitude to wealth. We turn next to men’s 
attitude to the effort required to obtain wealth. For, given equal 
attitudes to wealth, men will nevertheless make unequal efforts to 
acquire it if their attitude to effort is different. 

This is merely a way of saying that men value other things besides 
material wealth. They value leisure; they value their good relations 
with each other, which may be disturbed by a too aggressive search 
for wealth; they value the company of friends and relations whom 
they would have to leave behind if they migrated to better economic 
opportunities; and they have prejudices which prevent them from 
taking advantage of all the opportunities which they might otherwise 
exploit. 
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(a) The Attitude to Work 

We begin with the attitude to work. Given an equal desire for 
goods men will work less if work seems more arduous to them than 
if it does not. This is partly an objective and partly a subjective 
matter. 

Work is objectively more arduous if a given job exhausts one man 
more than it does another. This may be due to differences in his 
physical constitution, to differences in his state of health, or to 
differences in his environment. In addition work may seem sub¬ 
jectively more arduous if one is less well disposed to work as a way 
of life. 


The physical constitution differs between races and between 

individuals of the same race. For example, when Indians were 

introduced to the West Indies after the emancipation of the Negro 

slaves, the planters preferred the Indians for the regularity with 

which they worked, but they preferred the Negroes for their superior 

physical strength. It is not certain how much of these differences in 

physique is due to differences in nutrition or in environment, and how 

much is due to biological inheritance. In any case, willingness to work 

and physical strength do not necessarily correlate well, as the 
example cited shows. 


Malnutrition and chronic debilitating disease are probably the 
main reason why the inhabitants of most under-developed countries 
are easily exhausted. And this creates a chain which is hard to break 
since malnutrition and disease cause low productivity, and low pro¬ 
ductivity in turn maintains conditions of malnutrition and disease. 
Modern capitalist firms, working in such environments, find that it 
pays them to take a close interest in the food and in the health of their 
employees. Some mining firms in Central Africa feed new recruits 

for . several da y $ bef ° re sending the recruits into 
the mines. There are also many firms, not confined to mining which 

issue free balanced rations, or provide a midday meal,7rat lS 

subsidy meals, in order to ensure that their employees are well fed 
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, env l r °™ in which one works also determines how 
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60 F. and 75 F., with moderate humidity. This gives an 
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advantage to the temperate climates over the tropical climates. 
Similarly, students of modem factory practice emphasize the im¬ 
portance to productivity of correct lighting, heating and ventilation; 
of rest pauses; of correct seating; of the elimination of unnecessary 
motions; and generally of pleasant physical conditions. It is also 
exhausting and unpleasant to work if one’s companions in work are 
not congenial, and this too has given the industrial psychologists 
food for thought. It is not easy to prescribe the conditions of con¬ 
geniality. Some men like working with their relatives, while others 
do not; some like big groups, some small; some prefer strict dis¬ 
cipline and regulation, while others prefer more scope for individual 
decision. It is hard to define the conditions for happiness in the 
working group, but there is no doubt of their importance. 

Finally, some work is more exhausting than other work either 
because it requires more energy per unit of time, or because it is 
more unpleasant. 

These factors may cancel each other out. Other things being equal, 
men may work longer in an exhausting job than in an easy job if the 
social atmosphere is more attractive in the former than in the latter. 
Or men in poor physical condition may work longer than men in 
better condition if they have also better conditions in which to work. 

We turn next from differences in the strain imposed by the work 
itself to differences in the attitude to work. 

Let us suppose that two men have the same wants, in the sense 
of their desire for material things; and that the jobs they do are 
objectively equally arduous and unattractive; but that one has a 
more remunerative job than the other. We cannot then conclude that 
the one with the more remunerative job will necessarily work shorter 
hours than the other. It depends on his attitude to work as such. 
Work is a means of acquiring goods and services, but it is also a way 
of life, and as such it is more attractive to some men than to others, 
and to some groups than to others. Everybody regards work partly 
as a nuisance, and partly as a virtue, but some groups emphasize 
more the nuisance aspect, while others hand down to their children 
the idea that work as such is a virtue. 

These differences of attitude correspond often to differences of 
religion. Some religions teach that salvation, or spiritual fulfilment, 
is found mainly in meditation or in prayer. Others teach that it is 
found also or alternatively in work, both because work disciplines 
the soul, and also because we have a moral duty to make the best use 
of the talents and resources with which God has endowed us, and to 
serve our fellow-men thereby. There is, nevertheless, the usual diffi¬ 
culty in deciding how much importance to attribute to religion in 
economic matters. First, there is the distinction we drew before, 
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between what a religion expects of its priests, and what it expects of 
its laity. If as is so often the case, it expects its priests to pray but its 
laymen to work, it will diminish the community’s economic effort 
only if it attracts excessive numbers into the priestly life. Even if the 
religion puts the emphasis upon meditation for the laity, and dis¬ 
courages economic preoccupations, there is the further difficulty of 
assessing how effective its precepts are, since so many men will seize 
opportunities for making wealth even if their religion disapproves. 
Behind all this lies the further question why a quietist religion is 
acceptable to the community. Religious precepts tend to accommo¬ 
date themselves to the community’s ways of making a living. Hence 
to say that people do not work hard because their religion does not 
encourage them to may not be to give a fundamental explanation; 
it may equally be that the religion does not at present stress work 
because the other circumstances of the community, environmental or 
social, do not bring hard work into the forefront of values. 

We cannot be certain what these other circumstances are which 
produce differences in the attitude to work. Biological differences are 
alleged, as also the unpleasantness or productivity of the work, and 
also the social structure of the community. In analysing these 
factors it is important to remember that there is always a lag between 
an attitude and the conditions which have produced it. That is to say, 
if we want to know why a community believes what it believes, we 
must look not to its present biological composition, or social struc¬ 
ture, or what you will, but to conditions decades or centuries earlier, 
when its traditions were being formed. 

Let us take first the biological factor. Some individuals have more 
energy, or more disposition to work than others, because of a 
biological inheritance not related to their environment. There are 
millions of people who believe unshakeably that the proportion of 
these biologically industrious persons is greater in some races or 
countries than it is in other races or countries. There are also 
millions who believe that the distribution of the biologically indus¬ 
trious or lazy does not vary from race to race, and that the observed 

differences can all be explained in terms of physical environment and 
cultural tradition. 


The great majority of the world’s scientists deny that there is 
acceptable evidence linking human attitudes with racial biology. If 
we confine ourselves, however, to localities, while we are still devoid 
ot evidence, we have at least some plausible theories. Thus if a 
wmntiy is subject to repeated disasters or crises of a kind where 
the bioiogicaUy energetic survive, while the rest perish, then it follows 

that ^ blologicaI inheri tance of this community will 
constantly improve m terms of energy. The difficulty of course is to 
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define the circumstances in which the difference between survival and 
death depends upon biologically inheritable energy: in most crises 
survival owes as much to upbringing, to cunning, and to luck. Again, 
we have the theory that a country peopled by immigrants will show 
more energy than one which has been settled for a longer period (all 
countries are peopled by immigrants) because immigrants tend to be 
more enterprising than those they leave behind, and because the 
hardships of migration and settlement tend to weed out the unfit. 
The difficulty here is to be certain that the biological factors are 
dominant in determining who becomes a successful immigrant. 
Immigrants certainly tend to be more energetic than those they leave 
behind, or than those they come to live amongst, but this may be 
merely because the stresses to which they are subject are greater, and 
so call forth greater performance. 

Biological explanations of differences in group attitudes can 
neither be accepted nor be rejected. We can certainly reject the idea 
that one race is superior to another, in the sense that all members of 
one race are superior to all members of another in performance tests. 
But as to the distribution of superior, ordinary and inferior between 
different groups we can say nothing at present. Our explanations of 
group differences have therefore to be confined to differences in 
physical and cultural environment. 

We come then secondly to the unpleasantness of the work. We 
have already seen that work may be particularly arduous in itself, or 
because of the physical condition of the worker, or because the 
physical or social environment in which it has to be done is uncon¬ 
genial. We argued then that people might be expected to work less in 
these circumstances. The argument is reversed, however, if we are 
asking not how much work is done in pleasant compared with un¬ 
pleasant circumstances, but rather what attitude to work grows up. 
For, if the work is unpleasant, people may have as it were to force 
themselves to do enough of it to keep themselves alive. And those who 
let themselves be put off by its unpleasantness may not survive, n 
these circumstances parents may begin to teach their children t a 
work itself is a virtue, and is something to be done for its own sa e, 
perhaps even because it is unpleasant. This tradition may be han e 
down, and may survive changed conditions, so that even when e 
work to be done ceases to be unpleasant men may continue to wor 

with as much grim determination as before. . 

Exactly the same line of argument can be applied to work tia is 
relatively unproductive. Thus one may reason as follows. In coun nes 
where it is easy to make a living, work is seldom regarded as a virtue, 
since men’s habit is to make a virtue of necessity. At the ot er 
extreme, countries vhere is exceptionally hard to make a lving 
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may discourage effort. Intermediately, work is a virtue in countries 
which are hard, but not too hard. That is to say in countries where it 
is possible to attain a good standard by reasonable effort, but where 
without such effort men will perish. Hardness may be due to over¬ 
crowding, to soil of only moderate fertility, to recurrent drought or 
hurricane, or to other misfortune. In such countries children will be 
taught that work is a virtue, and will be shown the poverty of persons 
who failed to keep at their tasks; and they in turn will hand the tradi¬ 
tion down to their children. 


All explanations based on environment have, however, to face the 
fact that attitudes are not constant; the same country displays 
opposing tendencies at different times. Explanations of attitudes have 
therefore to be historical as well as environmental; that is to say, if 
they are relying upon environment they have to show when and why 
the environment changed to bring about the differences which they 
are explaining. This is particularly damaging to those explanations of 
attitudes which rely upon climate, since the same country shows 
quite different attitudes at different times in its history; this is why 
some of these explanations seek to show changes in climate, for 
example in accounting for the decline of the Roman Empire. Most of 
the environmental explanations of traditions of hard work involve 
some sort of historical shock to the community, which has challenged 
the people to display their best qualities of endurance-such as 

m W h’ ° r thC ° nSet ° f famine> or the ha rdship of a great 
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where they live in idleness. Thus in the United States the rich usually 
work, if only from force of habit, whereas in England there is a long 
tradition, now almost dead, that the ideal life for the rich is one of 
hunting and shooting and fishing. It is not the case that the American 
workman works longer hours than the British workman—actually 
he works shorter hours—but there is some evidence that he works 
more intensively while he is working. Some people attribute this 
difference to different attitudes to work, and trace these differences 
back to different ideals as to how successful men should spend their 
time. The facts in this comparison are all disputable, but the com¬ 
parison illustrates the line of argument. 

Whatever the reasons may be why some people object to work, as 
such, more than others do, the fact remains that there are significant 
differences in this respect both between individuals and between 
groups. These differences show themselves not only in the number of 
hours work done at any time, but also in the reaction to increases in 
the productivity of work. In practice, the long run effect of raising 
the yield of work per hour is always to reduce the number of hours 
done (in theory either result is possible). We can see this whether we 
compare industrial countries, in which case we shall find in general 
that those with the highest productivity per man also work the 
shortest hours; or whether we compare hours in the same country as 
its standards of remuneration have increased. This is a natural 
reaction. Since leisure is one of the good things of life, men naturally 
use extra productivity to buy some extra leisure as well as some of 
other things. Besides, leisure and goods are complementary in enjoy¬ 
ment, since the more wealth one has, the more leisure one needs to 
enjoy it in. In the long run men work harder if wages are low than 
they do in more favourable conditions—provided that real earnings 
are still high enough to maintain good health and productivity. The 
extent of the difference between groups in this respect depends simply 
on the intensity of their desire for wealth, on the one hand, and on 
the intensity of their desire for leisure on the other hand. 

When the entrepreneurs of Western countries first arrived in the 
more primitive countries they had great difficulty in getting labour. 
The native peoples were enjoying their conventional standards, and 
could not be tempted by offers of extra income. It was therefore 
thought necessary to resort to means of compulsion. Slaves were 
bought; or labour was brought from far countries on indenture. 
Natives were smoked out of their indolence by levying high taxes 
upon them, which had to be paid in money, which again could e 
had only by working for the foreigner; or by prohibiting them from 
growing commercial crops; or by taking their lands away, or y 
compelling chiefs to send young men to work in mines or on planta- 
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tions. These compulsions (except slavery) are still to be found in one 
or other of the African colonies of all the European powers, but they 
are not so necessary now as they were formerly thought to be. For 


imitation has done its work. The Africans have acquired new wants, 
and are willing to work to satisfy them without compulsion. 

The ruling classes in any country are usually anxious that the 
people should be willing to work steadily and persistently, say for an 
average of forty hours a week or more. Capitalists and employers 
like the population to be hardworking, because it is easier to fulfil 
their industrial ambitions if labour is plentiful, and also because their 
profits increase as output increases. Governments, too, whether they 
be democratic or authoritarian, conservative or radical, like the 
people to work because the yield of taxation is greater with greater 


output; governments need large revenues whatever their purposes 
may be, whether they be the ‘democratic’ purpose of improving 
education, public health, communications and other public services, 
or the ‘imperialistic’ or ‘anti-imperialistic’ purpose of creating large 
military forces, or merely the ‘corrupt’ purpose of lining the poli¬ 
ticians’ pockets. (And so it happens that ‘radical* governments, 
elected for their sympathy with the desire of the workers for shorter 
hours, usually revert, once they are firmly in the saddle, to appealing 
to the people for longer and steadier work.) Humanitarians, who 
have no personal interest in the matter, usually share the same 
sentiment that it is good for the people to be industrious, because 
humanitarians abhor poverty and its results, and prefer the people to 
have a reasonable standard of living. 
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is prepared to do in a year; both regularity and flexibility are 
consistent with each person stipulating beforehand upon a limited 
total number of hours. Some opportunities for greater production 
will also be missed, in the sense that some industries may not come 
into existence at all because people will not work in the way these 
industries require; but this is quite consistent with their working very 
productively in other industries whose working habits are more 
congenial. 

Economic growth requires also that people should be willing to 
work conscientiously, but this is not the same thing as being willing 
to work long hours. A man should be willing to give his mind to what 
he is doing; to do it properly, to the best of his ability; and to be 
punctual in starting and in delivery. These qualities are sadly lacking 
in some communities where people seem to attach little importance 
to faithful fulfilment of their contracts. In primitive societies this is 
usually due to the strangeness of the new demands now made upon 
the individual. Where people are accustomed to working in the 
fields, at their own pace, without clocks, it is hardly a matter for 
surprise if they are unpunctual, or irregular in attendance at work. 
Similarly, where people are accustomed to relationships based upon 
kinship and upon status, it is difficult to get used to obligations 
which are exclusively pecuniary, and it may take two or three 
generations before the new contractual relationships acquire a new 
and generalized moral sanction. In more advanced societies, the 
community may be torn by internal dissensions: the ‘employed class’ 
may dislike the ‘employing class’, or the sellers may have a grievance 
against the buyers, so that there is no sense of moral obligation 
towards the other contracting parties. In a competitive society these 
things tend to sort themselves out with time. Those individuals who 
give the most conscientious service succeed (other things being equal) 
to a greater extent than the less conscientious, and their example is 
increasingly imitated, until the new moral tradition is firmly forged. 
But societies are not always competitive, and the forces moving in 
these directions may be weak. 

Now it may be argued that willingness to use one's opportunities is 
positively corielated with willingness to work long hours, in the 
sense that people who cannot take the trouble to work long hours will 
also not take the trouble to seek out the most profitable opportu¬ 
nities, or to work regularly and conscientiously. The argument is not, 
however, very plausible. People may be very quick off the mark in 
seizing the most profitable opportunities, even though they are firm 
in their decision to work shorter hours than their fellows. It is, for 
example, hard to get the farmers in tropical countries to work as 
many hours as industrial workers in temperate countries, but this 
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does not prevent them from seizing opportunities to use better seeds, 
or fertilizers, or to plant more profitable crops. It has not prevented 
the Gold Coast farmer—who is said, no doubt erroneously, to be one 
of the laziest farmers in the world—from switching from subsistence 
production to creating the largest cocoa industry in the world, over a 
short space of time; or prevented the farmers of Uganda or of 
Indonesia from taking enthusiastically to cotton and to rubber 
respectively. It might even be suggested that the less one likes work 
the more likely one is to seek out opportunities for making one’s 
work more profitable so that one may be free to work less. But this 
suggestion has no more plausibility than its converse. There is 
probably no correlation, positive or negative, between willingness 
to work long hours, and willingness to seek the most productive 
opportunities. 


Again, we have already seen that as productivity increases people 
work shorter hours. If their demand for leisure is very high relatively 
to their demand for goods they will, in the extreme case, reduce their 
hours as fast as their productivity increases. Their standard of living 
will then fail to rise, despite increasing productivity. Growth will 
nevertheless be occurring. We have defined growth as taking place if 
output is increasing per hour of work done. This is the reasonable 
definition; it would be silly to deny that economic growth was taking 
place merely because people were preferring to use their increasing 
productivity to buy more leisure instead of to buy more goods. 

If there is any correlation between industriousness and economic 
growth the link will be found in greater ability or willingness to make 
productive investment. Those who work hard have presumably 
greater income and less time for consuming it than do those who 
work less; they may therefore be in a better position to invest. It is 
not enough that they should be willing to save more. If peasants save 
by buying gold and jewellery, economic growth is not stimulated. 
Similarly if they save to buy more land, the effect is not to increase 
agricultural output, but merely to change the price and ownership of 
land. What matters to growth is the formation of productive capital 
which is not necessarily associated either with willingness to work o^ 
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more extensively in productive capital formation than the other. 
Hard work and capital formation are an excellent formula for 
economic growth, but whereas capital formation without hard work 
will also produce substantial growth, hard work without capital 
formation makes little contribution to development. 

Willingness to seek out and to seize opportunities, and to make 
productive investments is not a function of hours of work done, but 
it certainly relates to the intensity of thought which one gives to one’s 
opportunities, and it may have high costs in nervous energy. Business 
men get stomach ulcers not so much because they work long hours 
as because they worry about their work; it takes a good deal of 
nervous energy to be always thinking of ways of saving another six¬ 
pence, or making another sixpence, as they are supposed to do. And 
it is, of course, an open question whether the game is worth the 
candle, that is to say whether it is better to think seriously about one’s 
economic chances, and to progress materially, or whether it is better 
not to give much thought to such matters and to stay poor. In some 
societies economic growth is thought to be worth while for its own 
sake, and young men are encouraged to try to get on in life; whereas 
other societies prefer to give their minds to other things: to making 
war, to the arts, or just to the enjoyment of good talk or other 
pleasures. 

While it is true that the individual is more likely to succeed in 
achieving greater productivity if he thinks the effort worth while, it is 
seldom the case that a large proportion of any community is keenly 
sensitive to its chances, and neither is it necessary for growth that 
the masses of the people should be so inclined. There must be a few 
people willing to pioneer; once they have pioneered successfully, the 
others will usually follow in their footsteps without giving much 
thought to the matter—provided they are not prevented from doing 
so by barriers of caste or race or religion. It is in this sense that 
growth depends on alert leadership. Of course, the larger this alert 
minority, and the more scope it is allowed for manoeuvring, the more 
rapidly the community will grow economically, and it is in the 
difference of proportions and of scope that the essential difference 
between societies is to be found. 

(b) The Spirit of Adventure 

We are leaving until the next chapter the analysis of the scope 
which society gives to those who wish to manoeuvre economically; 
in this chapter we continue to examine the individual’s willingness to 
do so. This reveals itself in many ways, of which we shall now con¬ 
sider the most important. These are willingness to operate with a 
mind free from convention and taboo, willingness to take risks, and 
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willingness to move from one place to another, as the occasion 
demands. 

Convention and taboo may restrict opportunity in various ways. 
For example, it may restrict the use of resources. A well known 
instance of this is the Hindu attitude to the sacred cow; beasts of 
inferior quality cannot be killed, or restrained from breeding; and 
the number of animals is so excessive that they are a drain on the 
farmers’ resources. A similar instance is the prejudice which pre¬ 
vents most Western communities from using human excrement for 
manuring their fields, and which therefore means that valuable 
minerals extracted from the soil are annually poured into the sea. 
Every community has prejudices of this sort, which prevent it from 
using to the full resources which other countries would be glad to 
have, but some are much more ridden with taboos than others. 

Probably the most important prejudices hampering economic 
development at the present time are the prejudices about livestock. 
Subject to what is said in the next chapter about the disincentive 
effects of faulty agrarian structure, it seems to be the case that 
peasant farmers are everywhere anxious to improve their material 
conditions, and responsive to innovations which have this effect. 
They gladly adopt new seeds, or fertilizers, or make use of water 
provided by new irrigation facilities, or turn over to more remunera¬ 
tive commercial crops. The suggestion that economic development is 
prevented by farmers not having worldly values is largely a myth, 
since farmers are almost everywhere an acquisitive class. It is not, 
however, at all mythical in relation to livestock. Both in Asia and in 
Africa there are some farming communities which take a non¬ 
commercial attitude to livestock, fail to exploit their cattle to best 
advantage in terms of work, meat and milk, carry excessive numbers 
of useless beasts, and ruin themselves in the process. This is a great 
nuisance to economic development because such development is 
tied up to a considerable extent with progress in agriculture, which 

m turn depends largely upon a better integration of animal and 
arable husbandry. 


Next in importance are the taboos relating to family life, especially 

those relating to the sort of work which women may do (Chapter III 

section 2(6)) and those relating to birth control (Chapter vKecUon 

1(a) ). Fortunately, there is reason to think that these prejudices are 

dissipated by the process of economic development itself, but they 

can senously keep down the standard of living in the early stages of 

economic growth. Prejudices in relation to livestock and in relation 

to the family are currently religion’s most deadly contribution to the 
maintenance of poverty. 

There may also be conventional ways of doing things, which have 
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to be followed on pain of social disapproval. Thus in some countries 
agricultural practices are controlled by priests, whose mysteries tell 
when and how and where to plant, and whose ritual ministrations are 
essential to success. As civilization progresses technology escapes from 
the control of religion, but there are always other dogmatists lying 
in wait for it. The regulation of techniques by the mediaeval guilds 
is not different in kind from the orthodoxies which hamper scientific 
progress, even in our own day. And the ambitions of the state to 
regulate techniques are exemplified equally by Colbert’s seventeenth 
century edicts and by the Lysenko purge. It is impossible to have an 
absolutely open mind on how things should be done, and to be 
forever willing to experiment in all directions, but some societies are 
more successful than others in widening the freedom for individuals 
to experiment. 

Then there are the prejudices relating to occupations. Early 
mediaeval theologians thought that the merchant’s calling was vir¬ 
tually incompatible with the Christian life, and were even more 
certain of the sinfulness of moneylending. How effective these pro¬ 
nouncements were in practice is open to question; at any rate they 
were modified continuously as opportunities for profitable trading 
increased with the growth of towns. In the same class (though its 
origins were different) was the contempt for trade which was felt by 
the Spanish aristocracy, in the sixteenth century, and to which some 
historians attribute some part of Spain’s failure to exploit success¬ 
fully her ownership of and her easy access to the New World: cer¬ 
tainly Queen Elizabeth and her nobles, if they felt any such prejudices, 
were not prevented thereby from sharing in trading adventures. In 
every community some occupations have lower status than others. 
Usually, however, there are plenty of people of low social status for 
these low status jobs. Sometimes, however, a change of conditions 
brings it about that these are just the jobs which now offer great 
opportunities for economic expansion, and the prejudice then be¬ 
comes a brake on growth. Thus, it is unfortunate for England if, as is 
alleged, a social stigma attaches to coal mining, or if scientists who 
engage in technology have much lower status than scientists engaged 
in ‘pure’ research, or if a business career is ranked low in preference 
by good honours graduates from the universities. For, since the pre¬ 
judices of one community are not the same as those of another, the 
chance which one community rejects is often taken instead by its 
rivals. Just so the predilection of Negro West Indians for the prestige 
of the liberal professions is one reason why, to their dismay, it is 
Indian and Chinese West Indians who are gaining increasing control 
of business. 

Even within occupations there are prejudices against doing various 
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kinds of work. One of the most striking examples is the often reported 
refusal of engineers in under-developed countries to do work which 
would soil their hands, or of persons in administrative positions even 
to move a chair for themselves. The doctrine that manual work 
should be done only by people of low social status is well entrenched 
in all those communities where considerations of caste or social 
prestige bulk large. Often the fundamental explanation is over¬ 
population. In over-populated countries the tradition is established 
that there is a moral duty on the part of the better-off to provide as 
much employment as they can for the not-so-well-off, and hence, if 
people of higher status are seen doing manual work they lose respect 
—not only because they are lowering their caste, but also because 
their refusal to give the work to someone else shows either that they 
are mean and heartless, or else that they are not-so-well-off as they 
would like it to be thought. Such traditions are very appropriate to 
static over-populated communities; but they do not mix well with 
the philosophy of individualism and self-help with which more 
dynamic societies are associated. 


Men differ also in their willingness to have economic relations with 
strangers, and in whom they consider to be strangers. Opportunities 
must be restricted if one can trade with, or employ, or lend money 
to one’s relations only, or members of one’s caste only, or only to 
people from one’s own village, or country, or sex, or race, or religion, 
or political party, or whatever the restriction may be. Differences 
here are also related to differences in the impersonality of economic 
relations. In modern capitalist communities a contract is based 
primarily upon considerations of price and quality, leaving aside 
considerations of kinship, or of the personal merit, welfare, or good 
fortune of the party with whom one is doing business; but in most 
other communities a contract is to a greater extent a form of personal 
relationship, which originates in or creates personal ties not inherent¬ 
ly connected with the transaction itself. Even in modern societies a 
personal element has to enter into many business relationships* 
some kinds of contract it is wise to make only with persons whom 
one can trust to execute them faithfully and without deceit* it may 
also be necessary to give special personal favours in order to get 

sp*ad penonal av0 , urs in return (es P ecia,1 y in imperfectly organized 
markets where supply and demand are not always in equilibrium) • 
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personalization based only on sentiment or on preju- 
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dice. Whatever the case may be for it in its own terms—of kinship, or 
politics, or religion, or else—there is no doubt in these cases that 
impersonal economic relationships would offer wider opportunities 
for economic growth. 

We are dealing with a phenomenon which causes much sadness to 
those who regret the passing of old ways. Most primitive societies 
rest upon status. Men have rights and expectations which depend 
upon their status in the community, and not upon their competitive 
performance in the market. When therefore services which they ex¬ 
pect from others are sold instead to the highest bidder, or goods to 
which they have a traditional claim pass instead into the market, 
they cry out against the disintegration of old customs and institu¬ 
tions based upon personal relationships, and the substitution instead 
of what they call greed and lack of respect. The change from status 
to contract is revolutionary in any society. The old code of values 
goes, and the community may indeed disintegrate, even in the moral 
sense, until new traditions form and gain respect. It is not only the 
economic relations that are affected; the decline of status in economic 
affairs corrodes also the old ideas about status in political organiza¬ 
tion, and in the family, and simultaneously challenges the religious 
precepts which safeguarded the old rights of status, and thus 
religion itself. Reintegration does not therefore occur until the 
community has found new kinship and new political arrangements 
which accord with its new contractual outlook, and a new or 
reformed religion or moral code to sanction the new arrangements. 
This process took a long time to work itself out in Western Europe; 
it took some time to formulate a new political philosophy, based on 
the idea of the social contract; and to reconcile a contractual outlook 
with a religion based on revelation and authority. The process is not 
yet completed. Indeed, the twentieth century shows some tendency 
to return from contract to status, by way of legislation prescribing 
the rights and duties of various classes, and denying freedom to make 
contracts of employment or tenancy or hire purchase or sale except 
on terms stipulated by law. The less developed countries are only 
just entering upon this cycle. Some African societies already have 
political and marriage systems based on contractual ideas. But in 
most communities outside the Western world adaptation to imper¬ 
sonal economic relations cannot be done without resistance on the 
part of those whose staius is thereby challenged, or without a general 
upheaval of ideas. 

Another aspect of the adventurous spirit which causes sadness to 
some is the effect of competition in economic life. The competitive 
spirit runs through all human activity; men take pleasure in showing 
off their prowess in games, or hunting, or sexual attraction, or sing- 
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ing or what you will, and in some spheres, such as in the struggle for 
political power, or for leadership in religion or in social status, the 
struggle may be bitter, merciless, and unlimited. There is always, 
however, some sort of code within which competition is supposed 
to operate—such as the code which controls the struggle for political 
power—and there are always those who regard the competitive 
instinct as a danger to the soul, and who are anxious to curb it as 
much as possible. These sentiments apply as much to competition in 
economic life as to competition in any other sphere. 

There is not much room for economic competition in a subsistence 


economy where there is little specialization or trade, but competition 
is found in every sphere of a market economy however hard mono¬ 
polists may seek to eliminate it, since the buyer always has some 
freedom to decide to spend his money differently. Competition 
exists even though the sellers do not want it, so long as the buyers are 
free to choose between them—a choice which is narrowed if all the 
sellers in ‘the same industry* collaborate, but which does not dis¬ 
appear since competition between ‘different industries’ (e.g. tele¬ 
vision and cinemas) may be just as important. If in addition some 
sellers are anxious to get a larger share of the market, whether by 
offering better quality, or by offering a lower price, by advertising, or 
merely by dishonesty, the competition will be even more acute. 

Competition is almost certain to hurt somebody. Thus the factory 
worker who produces more than the norm may hurt the others 
because he shows up their slackness, or because the employer is 
thereby encouraged to raise the norm, or because he leaves less 
work for the others to do; these results are not inevitable, but they 

whiS?. S ' bl V n S ° me circ , umstances - Similarly in the industry the firm 

Capt “ re a ,ar f r share °f ‘he market puts a strain upon 
all the others, and may dnve some bankrupt. One cannot make 
omelettes without breaking eggs. 

In some societies the weakest goes to the wall, and few tears are 

exne ° V f er hlm - There is a certain ruthlessness towards established 
expectations in such countries (otherwise widely different! as the 
Umted States, the U.S.S.R. and Japan, which it is ha d to d ssociat 

Another aspect of the adventurous spirit is the attitude towards 



48 THE THEORY OF ECONOMIC GROWTH 

risk. Willingness to bear risk is partly a matter of temperament, 
partly a matter of what one can afford, and partly a matter of the 
tradition in which one has been raised. If we are comparing the 
attitudes of different groups we must ignore the question of tem¬ 
perament. It is possible that different groups of men inherit a bio¬ 
logical propensity to risk in different proportions, but we know no 
more about this than we do about group differences in the biological 
inheritance of the propensity to be industrious. 

The more secure one’s economic foundation is, the more one can 
afford to risk. Thus a rich farmer can try out new seeds extensively, 
without knowing how well they stand up to conditions of drought 
or flood or other agricultural risks. But farmers who live near the 
level of subsistence are extremely reluctant to give up seeds which 
they know will give some yield in many varied conditions, however 
poor this yield may be on the average, since they simply cannot run 
the risk that the new seed, however bountiful on the average, may in 
one year fail, and reduce them to famine. On the other hand, the very 
poorest people, who have nothing to lose, may be more willing to try 
a chance than the more fortunate, who would lose if the chance 
failed. Thus, if there is a rumour of a gold strike a hundred miles 
away, the unemployed are more likely to be attracted than are 
people who have already a moderate source of income to which they 
could not return if they found no gold. More risk-taking is therefore 
to be expected in fairly rich or in very insecure communities than in 
those which have a modest competence. 

The difference of traditions is probably more important. In the 
schools of twentieth century England many a Speech Day orator 
urges those who are graduating not to go for the secure jobs, but to 
cultivate a spirit of adventure; touching perhaps also on Drake and 
the Elizabethans and the splendid record of British enterprise. Similar 
speeches were not made in mediaeval England; and are not made in 
contemporary Morocco or Siam. As with work so with adventure; 
there are countries where the young are taught that it is a virtue, and 
countries where they are not so taught. It is equally difficult to account 
for the difference of traditions. Presumably countries which live by 
hazardous occupations learn to fear risk less than other countries. 
But all occupations are hazardous; the farmer’s life in India, with 
uncertain rainfall, is as hazardous as is a life spent in fishing or in 
foreign trade. Whatever the origin, the tradition probably feeds on 
itself, in the sense that countries which have behind them a career of 
successful risk-taking develop a degree of confidence in the chances 
of success which other nations lack. 

One aspect of risk-taking which is particularly important in a 
developing economy is willingness to change one’s occupation. In 
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the extreme status-type economy the caste system seeks to compel a 
man to pursue only the trade into which he was born, and his father 
before him (except that all castes may farm); and even in societies 
which do not recognize caste, strong family feeling and filial senti¬ 
ment may keep sons tied to an occupation for which they have no 
talents, or for which the demand is clearly shrinking. Family feeling 
apart, one may also have a special affection for a craft in which one 
has been trained, and may have a natural reluctance to leave it, even 
for some more profitable occupation. These again are matters where 
traditions vary between communities, some taking it for granted 
that a man will stick to one trade all his life, preferably his father’s, 
while others encourage a more adventurous spirit. 

Changing one’s occupation is particularly hard when it involves 
leaving one’s home and taking up residence somewhere else. Yet 
growth constantly demands movement of this kind: new resources 
are discovered in sparsely populated districts; or the resources of old 
districts are worked out; or some change in demand or in supply 
alters the assessment of known resources. In these days some govern¬ 
ments are anxious to take work to people instead of people to work, 
and this may find economic justification if new industries would fit 
into the old location just as well as into any other. It is sometimes 
also supported on the basis that the old location has accumulated 
capital in houses, power supplies, schools and other public services, 
which it would be wasteful to replace elsewhere; but this argument, 
though it has some validity, is not as forceful as it might be since 
capital wears out and has to be replaced somewhere sometime. In any 
case, industries which depend upon such natural resources as the 

soil, minerals, or water have little choice but to go where these 
resources are to be found. 


Willingness to move is partly a matter of sentiment, partly a matter 

of pressures, and partly a matter of the attractiveness of the place to 
which one might move. 


The sentiment may lie in one’s attachment to one’s relations, or 
one’s fnends, to one’s home, or to one’s district, or to one’s way of 

hfC ’ Tb ? b,ggest break is involved if the migration involves a new 
way of life; such as ceasing to be a farmer in a small community, in 
order to become a factory hand or a miner in a large community. 
Here also tradition helps. After a decade or so in which many have 
made the change, their successors become used to the idea. News 

knnw| S H° me ° f . Wha , t r conditions are like >n the other place, and 
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those agricultural countries where everybody has enough land to live 
on it is very difficult to get people to move even to much better 
opportunities, unless something happens to reduce their security at 
home. This may be the onset of famine, or of over-population, or of 
war or of some natural disaster. Or, as in Africa, governments may 
add the pressure of taxes, of taking away people’s land, or of com¬ 
pulsion, to force Africans out of their reserves into wage-earning 
employment. The English classical economists often discussed the 
effect of primogeniture, and concluded that its effect was to force all 
but the heir to be more enterprising and more mobile. The strength 
of family connections is probably also important: if one can rely on 
a wide circle of relations'for support one is less likely to make great 
efforts for oneself, and it is probably not without significance that 
extended family systems and rapid economic growth are seldom 
found together. In industrial communities people tend to move out of 
areas of heavy unemployment if there are other expanding areas into 
which to move; the existence of unemployment insurance may reduce 
their mobility somewhat, but most men prefer to be employed rather 
than unemployed, and in any case the difference between unemploy¬ 
ment pay and wages is substantial for all but the lowest paid workers. 

How important it is that the place where the migrants are wanted 
should be attractive is shown by the failure of many programmes. 
The migrant needs assurance of a friendly reception, of reasonable 
accommodation, of economic prospects, and of a chance to settle in 
to the new life. The great mining companies of Central and Southern 
Africa, who needed hundreds of thousands of Africans to move out 
of their reserves for work, offered at first hardly any of these attrac¬ 
tions, so it is not surprising that pressures had to be exercised on 
their behalf. Good pay, good housing to which wives and children 
can be brought, prospects of promotion, and the establishment of 
the amenities of permanent town life now figure to a greater extent 
in their programmes, and have almost eliminated dependence on 
pressures in the reserves. We can see exactly the same attitudes at 
work in the suburban housing estates to which the great industrial 
towns of the Western world are trying to move populations out of 
congested slums in city centres. Often those who have been moved 
demand to go back. They say they miss their friends and the city 
streets and noises; in fact they dislike the much longer journeys to 
work, and the fact that there are not enough cinemas and public 
houses and other institutions round which to build a new community 
life. There is much less frustration when the new suburbs have their 
own factories, when groups of friends and relations are moved 
together, and when the new suburbs have all the facilities needed for 
creating a new community life. Still another example is the failure of 
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so many schemes for land settlement. Often settlers are given land 
without prior preparation of roads or water supplies; they are chosen 
haphazardly, without regard to agricultural experience, or to capital; 
and they are left to fend for themselves without advice, assistance or 
organization. Indonesian experience is particularly instructive. 
Prior to 1937 the government offered to transport Javanese to 
Sumatra, where it gave them land and financial assistance, but very 
few would go. Thereafter it was arranged that settlers should arrive 
just before the harvest, and should spend their first weeks working 
as labourers for previous settlers and lodging with them. This 
enabled them to earn some money, to get acclimatized to the new 
country in various senses, to get advice on the spot, and to make 
useful contacts. The system also ensured that the new settlers would in 
their turn be assisted with their harvests. The result was that the 
annual number of migrants nearly doubled between 1936 and 1940, 
and was increasing every year, in spite of the fact that the government 
also greatly reduced the amount of financial assistance it gave to the 
migrants. 

While it is true that the individual is more likely to succeed if he is 

willing to be mobile, it is not necessary to economic growth that 

everyone should be mobile. Economic conditions change relatively 

slowly, and on the fringe, so that it is enough that some proportion 

of the people, usually a small percentage in any year, should be 

willing to move. Even this small percentage, however, will not be 

forthcoming unless there is a combination of the attractiveness of the 

new areas with either a tradition of mobility or strong pressures at 
home. 

Much the same remark applies to all other aspects of ‘adventure*. 
Economic growth requires not that all should be adventurous, but 
that there should be an adequate supply of innovators. This in’turn 
is partly a matter of the rewards and prestige which can be gained 
by successful innovation. In every community there are some men 
whose natural bent is to experiment with new techniques, new pro¬ 
ducts, or new economic forms, in defiance of established opinion or 
of vested interests. Some societies admire and encourage such 
people, while others regard them as buccaneers to be suppressed 
but economic growth depends very largely on the extent to which the 
social atmosphere nourishes such people, and gives them scope. We 
shall be returning to this subject in later chapters. 


3. RESOURCES AND RESPONSE 


The most important natural 
fertile soil, useful minerals, and 


resources are climate, fresh water, 
a topography which facilitates trans* 
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portation. None of these features can be defined as rich or poor in 
any absolute sense, since what is considered valuable today in any one 
of these categories, may be considered useless tomorrow. The value 
of a resource depends upon its usefulness, and its usefulness is 
changing all the time through changes in taste, changes in technique, 
or new discovery. Coal was not a valued resource until men learnt 
to burn it; neither can anyone speak with confidence today as to its 
value in two hundred years’ time. The Severn estuary was regarded 
chiefly as a barrier until the discovery of America made Bristol 
temporarily one of the greatest ports in the world. A hundred acres of 
fertile soil in Jamaica were once a fortune, but are not now so highly 
regarded since many other lands suitable for growing sugar have 
been opened up. Accordingly, when we say that a country is rich in 
resources the statement has meaning only in relation to contemporary 
knowledge and techniques. Similarly, a country which is considered 
to be poor in resources today may be considered very rich in re¬ 
sources at some later time, not merely because unknown resources 
are discovered, but equally because new uses are discovered for the 
known resources. 

Bearing this temporal limitation in mind, it is interesting to enquire 
to what extent the rate of growth displayed by any particular country 
has resulted from the richness or poverty of its natural resources. 
There is an obvious sense in which the one depends upon the other. 
Other things being equal, men can make better use of rich resources 
than they can of poor resources, hence we expect those countries 
whose opportunities are greatest to show the greatest rates of 
development. Much of the world’s economic history can be written 
very simply in these terms. In the earliest days when agriculture is the 
chief activity, the fertile river valleys show the greatest progress. At 
other times one can see how other places come into prominence 
through the discovery of minerals (e.g. Malaya’s tin) or of new ways 
of using them (Middle East oil, Britain’s coal); or through changes 
in trade routes (the ports of Western Europe after 1492); or through 
new means of transport (e.g. Bangkok’s airport). The extent of a 
country’s resources is quite obviously a limit on the amount and 
type of development which it can undergo. It is not the only limit, or 
even the primary limit. For most countries could make better use of 
their existing resources than they do. Given the country’s resources, 
its rate of growth is determined by human behaviour and human in¬ 
stitutions: by such things as energy of mind, the attitude towards 
material things, willingness to save and invest productively, or the 
freedom and flexibility of institutions. Natural resources determine 
the course of development, and constitute the challenge which may 
or may not be accepted by the human mind. 
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The more fundamental sense in which one probes into the re¬ 
lationship between resources and growth is therefore to enquire 
whether there is a connection between richness of resources and the 
quality of the human response. Given the effort which human beings 
make, the same effort will produce more rapid growth in rich than in 
barren countries. But is there also some law by which greater effort is 
induced in the richer than in the more barren countries, or is the 
reverse the case? 


The question can be answered definitely only for one ‘resource’, 
namely accessibility, and very much less definitely, or not at all, for 
other resources. Accessibility is a resource in the sense that it stems 
from geographical features—the surface layout of the country, its 
rivers, its access to the sea, the quantity and quality of its harbours, 
and the presence or absence of impassable barriers such as high 
mountains, deserts or impenetrable jungle between the country and 
the rest of the civilized world. Accessibility plays a decisive part in 
stimulating economic growth. It stimulates trade, therefore widening 
the range of demand, encouraging effort, and furthering specializa¬ 
tion. It also results in a mingling of peoples, with different customs 


and ideas; and this keeps the mind active, stimulates the growth of 
knowledge, and helps to keep institutions free and flexible. Degree of 
accessibility must play a large role in explaining the economic vigour 
of any people. 

Next in degree of doubtfulness comes climate. It seems to be the 
case that the human body functions best in a temperature of 60° to 
75°F., with moderate humidity, but the effects of climate on the 
human mind are not so clear. It is clear that extremes of temperature 
are unfavourable. Nevertheless, civilizations have flourished in the 
past in countries varying very widely in their climates, from the hot 
nver valleys of the sub-tropics, to the high altitudes of Mexico and 
Peru, or the cold and dark winters of Northwestern Europe. Because 
economic growth is currently most rapid in the temperate zones it is 
fashionable to assert that economic growth requires a temperate 
climate, but the association between growth and temperate climates 
is a very recent phenomenon in human history. 

As for other resources, such as a fertile soil, the argument turns on 
whether relative hardship stimulates people’s wits, or exhausts their 
mental energies. There is, of course, an obvious relationship between 
resources and the growth of knowledge, namely that one learns to 
use only that which one has. Coal technology does not develop in a 
community which has no coal, nor architecture in a community with¬ 
out suitable stone. But, given some resources—or there would be no 

u eems hard to establish a *y clear connection 
between the richness of the resources and the vigour of the com- 
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munity. It cannot be done by logical argument, since rich resources 
might equally well promote laziness or vigour; and it cannot be done 
by appealing to history, since countries with similar resources show 
dissimilar vigour, and since, also, the same country shows dis¬ 
similar vigour at different times in its history without any obvious 
change in its resources. 

Some play has been made with an alleged relationship between 
character and occupation. Farmers and miners, it is said, are ‘dull’; 
fishermen, merchants, and sailors are ‘adventurous’; craftsmen and 
urban dwellers generally are ‘ingenious’. On these characterizations 
one can build a relationship between growth and resources such that 
the countries showing most rapid growth will be those whose in¬ 
habitants take to making a living by the sea, or by manufacturing 
commodities which they export in exchange for food. This gives 
actually an inverse relationship between resources and growth, since 
the peoples who take to the sea or to exporting manufactures are 
usually those who have not enough fertile soil to feed themselves 
exclusively by home production. This kind of generalization fits a few 
cases—the Phoenicians or the Greeks at one stage of their history 
only—but it does not explain others—the Incas or the Egyptians. A 
‘law’ which does not fit all the cases cannot be accepted as a law. 

There is more to be said for the argument that resources influence 
the human response through the cumulative effects of economic 
growth. Suppose two countries to be newly settled by immigrants 
from the same old country, with the same attitudes and institutions. 
Suppose that one of the new countries turns out to be much richer in 
resources than the other. It will then show more rapid economic 
growth. The question is now: will this more rapid growth so trans¬ 
form the attitudes and institutions of the inhabitants as to add to the 
rate of growth, or to check it; will the human response in the rich 
country in due course rise above or fall below that in the poorer 
country? Some people argue that the response will become more 
favourable. More rapid growth will stimulate new consumption 
demands. Technological knowledge will grow more rapidly, and this 
is a cumulative process, increasing the willingness of the human mind 
to experiment and to adventure. There will be greater social mobility, 
and greater flexibility of institutions. Greater opportunity will call 
forth greater response. Other people argue the opposite case. Greater 
riches increase the demand for leisure, and reduce the willingness to 
work. Reduction of economic pressure reduces the need to adventure, 
and to make the best use of limited resources. Riches stimulate envy, 
democratic discontents, internal strife and civil war. Society, like 
men, grows ‘fat and lazy*. This has long been the cry of prophets, 
religious revivalists, fascist dictators, militarists, schoolmasters and 
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all those other who regard comfort as one of the great destroyers of 
the human spirit. 

If one cannot settle this argument by appealing to history, can it be 
settled by an appeal to anthropology? It is known that some primi¬ 
tive communities have richer natural resources at their disposal than 
have other primitive communities. Is there evidence that those with 
the richer resources work harder, or more intelligently than those 
whose resources are less favourable? Alas, one can get either answer 
by choosing one’s favourite anthropologist, just as by choosing 
one’s favourite historian. The truth appears to be that there is no 
direct correlation, positive or negative, between resources and 
human behaviour. Some peoples with superior resources make 
more effort than some with inferior resources; while some other 
people with inferior resources make more effort than some others 
with superior resources. If we set out to explain the vigorous response 
of a particular people we call to our aid all that we can find in biology, 
in geography, and in psychology, but in the end we are forced to 
admit that this is really still one of the unsolved mysteries of the 
universe. To this writer the most plausible of all the explanations is 
the accident of leadership. If a community is fortunate to have a good 
leader, born at a crucial time in its history, who catches the imagina¬ 
tion of his people and guides them through a formative experience, 
he will create traditions and legends and standards which weave 
themselves into the thinking of his people, and govern their behaviour 
through many centuries. This is to some extent a biological accident. 
The alternative view, that men are made by the circumstances in 
which they find themselves, and that leaders are mere creatures of 
their times, is quite untenable. To hold it is like believing that in 
every country in every year there is born a potential Beethoven, a 
potential Buddha, and a potential Newton. The distribution of men 
with the highest creative power seems to be a rare statistical accident, 
in place as well as in time. The circumstances of place and time help 
to determine whether these qualities will be recognized and used, 
but they cannot create what is not already there, and the community 
is most fortunate if the leadership it needs is there when it needs it. 
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CHAPTER III 


ECONOMIC INSTITUTIONS 


In the preceding chapter we considered the willingness of people to 
make the effort required for economic growth; in this chapter we 
consider the scope which the community’s institutions offer to such 
effort. The two are not unrelated; if the institutions are favourable, 
willingness to make effort is encouraged and grows; and if this 
willingness is strong, institutions will be remodelled to accommodate 
it. We separate the two only for convenience of analysis. 

Institutions promote or restrict growth according to the protection 
they accord to effort, according to the opportunities they provide for 
specialization, and according to the freedom of manoeuvre they 
permit. We shall consider each of these matters in turn. Then, after 
a more detailed analysis of certain institutions, we shall turn from the 
consistency of institutions with growth to consider the evolution of 
institutions, and the processes of change. 

1. THE RIGHT TO REWARD 

Men will not make effort unless the fruit of that effort is assured to 
themselves or to those whose claims they recognize: this is the 
fundamental argument of this section. Much of the effort of social 
reformers is directed towards changing institutions so that they 
accord protection to effort. Nevertheless, the proposition is by no 
means simple; one may argue both about ‘those whose claims they 
recognize’, and also about the assignment of ‘fruit’ to ‘effort*. 

(a) Non-Material Rewards 

Utopian philosophers have often challenged the idea that material 
reward needs to be in some sense proportional to effort if effort is to 
be stimulated. Some have suggested that man is, or can become, a 
creature who will work for the pleasure of creative effort alone, or 
lor the pleasure of serving his fellows; while others, less boldly, have 

suggested that he is or can become content with social recognitions 
not involving material reward. 

c }* * s cer tainly not to be denied that men derive from work 
satisfactions, other than the material reward. Some kinds of work, 
wnich permit creative self-expression, are done for little and some- 
imes even for no reward. But most work is not of this type. Not only 

11 true that most occupations are not of this type, but even in the 



58 THE THEORY OF ECONOMIC GROWTH 

attractive occupations most of the work to be done is mere drudgery. 
After the surgeon has taken out his twenty-fifth appendix, the 
operation becomes a bore; and even the university teacher tires of 
repeating himself. If the community relied on people doing only what 
they found it attractive to do, most of its work would not be done. 

Again, it is true that the sense of serving one’s fellows adds 
pleasure to work. Most people are glad to work for little or no 
material reward on some occasion or other—for one’s church, or 
one s village, or in face of sudden disaster. But it is also true that, in 
our relations with the other members of our group, we have also other 
inclinations besides the inclination to serve, which may conflict with 
it. Some have a highly developed propensity to shirk; and others have 
a strong sense of justice which makes them resent being expected to 
do more than their fair share. In a group where all the members have 
highly developed propensities to serve each other, men will work 
without comparing closely their shares in the group effort and in the 
group reward. But very few groups, other than the small family 
group itself, can rely exclusively or primarily on these ideals. 

Where the Utopians are right is in insisting that men are more 
likely to work without differential reward if their work benefits all 
alike than if someone else in particular is obviously reaping a 
fortune therefrom. In a community where everybody gets more or 
less the same remuneration people are not angered by the fact that 
other people are benefiting from their work. But they have also no 
incentive to make special effort, or even to avoid shirking their share 
of the work to be done. It is important to ensure that one man does 
not make a forlune out of some other man’s work; but this is not 
enough. For unless we match differential effort with differential 
reward, men are unlikely to take the trouble to develop their talents 
and resources to the utmost of their capabilities. 

To say that men put forth more effort if the fruit is to be enjoyed 
by themselves and by their intimate circle than if it has to be shared 
with a wider group is not to deny that it is desirable that men should 
also be able to find creative pleasure in their work, or that men take 
pleasure in serving their fellows, or that recognition by the confer¬ 
ment of distinctions adds sweetness to labour. Men will work all the 
more if their work is creative, if it serves social ends that they value, 
and if it is recognized; but they will also work the less if the material 
reward is withheld. Nowhere is this now better recognized than in 
Soviet Russia. When that state was created, its leaders believed that 
effort would not be reduced if earnings were equalized, and if orders 
and decorations were substituted for differences in pay. Experience 
belied their expectation, and when rapid economic growth became a 
major object of policy, the Soviet rulers returned to reliance upon 



ECONOMIC INSTITUTIONS 59 

wide differences in earnings, aDd made it an offence to suggest that 
men should be paid equally, irrespective of the work they do. 

The power of communalism is seen ideally in a modern dress in the 
progress in recent years of the movement for ‘community develop- 
ment* in rural areas. In these schemes villagers are encouraged to give 
their labour freely for works of special benefit to the village, such as 
building roads, or schools, or wells, or community centres, or other 
public property. It takes some organization to get these schemes 
working; there must be government officials to plan them, and to 
work up enthusiasm for them; and public funds must also be pro¬ 
vided to meet the cost of materials or of skills which the village 
cannot itself provide. Given such organization, experience shows that 
villagers will gladly turn out to work freely on local public works. The 
idea that they will do this seems strange to townsmen, especially in 
our individualistic societies; but, in a small village, where everybody 
knows everybody else, a sense of communal effort for communal 
purposes may be a very effective incentive to the betterment of social 
conditions. All the same, there are definite limits to what can be 
achieved in this way. In the first place, the works must be of local 
benefit: the villagers will build a minor road connecting their village 
to a main road, but they will not build a main road for all and sundry 
without payment; or they may dig drainage works for their village 
freely, but will not do so if the benefit is to be diffused widely outside 
their area. Secondly, the works must benefit the village as a whole, and 

must not be obviously of much greater advantage to some than to the 
rest. 

These limitations of ‘community development’ illustrate very well 
the limitations of group loyalties as incentives. These loyalties 
function very well in stable economic situations, where routine 
action is all that is required, and not individual initiative; in such 
situations each individual grows up knowing what he is expected to 
give, and what he can expect to get, and the economic system may 
function merrily. The system may even adapt itself to change, if the 
change is of the kind that benefits nearly everybody to the same extent. 
Usually, however, economic growth does not benefit everybody to the 
same extent; some benefit more than others, and it is difficult to get 
people to do something more than or different from what they have 
been doing in the past if the benefit is to accrue mainly to others. 
Economic growth requires something more than that people should 
be willing to carry out established routines cheerfully, without 
counting effort and reward. Growth involves changes in the kinds 
&nd quantities of work done by different individuals; and even if 
innovation is introduced by order from above, growth involves also 
some willingness on the part of individual members of the clan to 
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adjust spontaneously to changing opportunities, and to seek and 
exploit new chances. Of course, some societies appear to have reached 
the limits of what they can achieve in the hard geographical conditions 
in which they live, and with the technology at their command. It is 
possible, for example, that the Eskimos are doing as well as they can; 
that greater individualism would not discover improved techniques 
of living; and that a loosening of ties of obedience and of obligation 
might on the contrary reduce the chance of survival. If growth is not 
possible, the absence of individual initiative is no handicap. Most 
communities, however, are capable of economic growth, if not by 
improving their techniques from within, then at least by absorbing 
new techniques from abroad, or by responding to new opportunities 
created by foreign trade. Then, once we move out of stable into 
changing conditions, it is doubtful whether a sense of one’s commu¬ 
nal obligations is adequate to bring forth the necessary adaptations, 
in the absence of a close relationship between individual effort and 
reward. It is equally doubtful whether this sense of obligations can 
survive opportunities for individual profit. Individualism seems to 
make great strides in all societies which are subjected to accelerated 
economic change, and this seems to be inevitable. 

(6) The Management of Property 

Capital formation is one of the conditions of economic growth, 
and the existence of a law of property is one of the conditions of 
capital formation. By property we mean the legal right to exclude 
other people from using a particular resource. This right may vest in 
a private person, or in a group, or in a public authority; the numbers 
enjoying the right may be large or small; but whoever may exercise 
the right, this right of exclusion is funadmental. This is emphasized 
because the term property is so often used to mean only private prop¬ 
erty. A battleship owned by the government is as much property as the 
farmer’s acre; it is property because, despite the fact that the battle¬ 
ship in some theoretical sense belongs to ‘all the people*, in law and in 
practice individual members of the public are excluded from having 
anything to do with battleships except under strict authorization. 

The legal concept of property is enshrined in all economies, 
capitalist, socialist, feudal or otherwise. For if a resource and its fruit 
could not be protected against the public at large, it would certainly 
be misused, and hardly any person would find it worth while to invest 
in its improvement. The legal protection of property is therefore 
extended to all resources as soon as they become scarce. Thus, in 
countries which are sparsely populated relatively to their resources, 
some resources may remain free for many centuries. Individuals may 
be allowed to cut forest trees at will; to fish freely in rivers; to take 
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water as they please; or to pasture their cattle as they please on 
common lands. But, as population grows, all these activities come 
under control; the resources in question become private property, or 
if they are recognized as public property, their use is carefully regu¬ 
lated by the state or other governing authority. 

If it is necessary to protect public property from private abuse, it is 
just as necessary to protect private property from public abuse. The 
maintenance of law and order is one of the primary conditions of 
economic growth, and many communities have declined because the 
state was unwilling or too weak to protect the owners of property 
against the actions of bandits or of mobs. The instinct to invest can, 
indeed, survive considerable civil disturbance, and even revolution; 
but if the period of disturbance is long drawn out, dissaving takes 
the place of capital formation. Governments, too, can be as damaging 
to confidence as bandits or rioters. Investors may put up with a high 
level of taxation, if the nature and incidence of taxation are known 
in advance, but arbitrary taxation—such as when a ruler seizes a 


country house because he happens to like it, or when individuals are 
arbitrarily picked out and forced to pay—encourages men to conceal 
their wealth (usually in unproductive forms), to export it, or to con¬ 
sume it. (Taxation is discussed further in Chapter VII.) 

Property is a recognized institution in every part of the world; 
wit out it the human race would have made no progress whatsoever, 
since there would have been no incentive to improve the environ¬ 
ment in which one lived. There is, however, more to this institution 
than the fundamental right of exclusion, and societies differ widely in 
e complication of their laws and customs relating to property. 

• «*! fundamental requirement, from the angle of economic growth, 
js that a potential investor must believe that he is in a position to ‘get 
is money back’, plus some compensation for the act of making the 
nvestment instead of consuming his substance. This requirement 
JSf* whether the investor is a private person or a public authority, 
tr» oBm? governments do not make investments unless they expect 
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‘getting one’s money back’ in the sense that the investor is satisfied 
that the benefits he gets, whether material or sentimental or political, 
are worth the cost. Using the phrase in this wide sense, we may say 
that it is a condition of investment that the investor should believe 
that he is in a position to get his money back; plus some compensa¬ 
tion for investing it instead of using it immediately for consumption 
purposes. 

Now if the investor is investing in his own concern, without 
partners or employees, the problem is relatively simple. But if he has 
partners, or is hiring out his property, or employs people to manage 
it, or other people to work on it, complicated problems arise out of 
these relationships. For the joint product of his property and of 
other people’s property has then to be shared out, and if the interests 
of those who share conflict, as will almost inevitably be the case, very 
strict rules have to be obeyed if all parties are to be satisfied. 

Take first the relation of partnership. If joint property is shared 
equally between partners, each partner has an interest in putting in 
no more than his fellows put in, in trying to put in less, and in trying 
to take out more—whether what is put in be money, or effort, or 
thought. Family businesses also illustrate the point; where the mem¬ 
bers of the family are numerous or mutually antagonistic, the 
business often founders upon the fact that some members are more 
anxious to get what they can out of the joint property than they are 
to maintain it. Another example is provided by some of the early 
attempts of farmers to own farm machinery co-operatively; it was 
found that some farmers did not use the machinery as carefully as 
they would have done if it had been their own, and it became 
necessary to employ trained mechanics exclusively responsible for 
operation and maintenance, instead of allowing each farmer to 
operate the machines himself. The modern corporation also has its 
problems in the divergence of interests between different classes of 
shareholders. Or it may be the contingent interest of creditors which 
stands between the person who controls the property and his benefit; 
for if there is a fair prospect that the property may pass into the 
creditors’ hands, the owners may be reluctant to improve it, and 
may deliberately encompass its decline. Economic growth requires 
that the person who is in a position to decide that the property be 
maintained or improved should have an interest in making the right 
decision. 

Equally difficult problems arise if the person using property is not 
its owner. Thus the relationship between landlord and tenant has to 
be carefully regulated if the tenant is to have an interest in maintain¬ 
ing the fertility of the land and in making permanent improvements 
we discuss this case in greater detail in a later section of this chapter. 
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Similar problems arise in all contracts of hiring. 

Again, salaried managers or agents are notoriously unsatisfactory. 
It is not merely that they are tempted to keep for themselves some 
proceeds which legally belong to the owner; this may indeed reduce 
growth by reducing the reward for capital formation, but it may also 
merely involve a change in the distribution of income. More impor¬ 
tant, perhaps, from the angle of economic growth, is the fact that 
the agents may neglect the property, if their income does not vary 
directly with the care they take; or on the other hand may prolong its 
life improperly, in order to prolong their own employment, by re¬ 
investing in the property part of the owner’s profits which could more 
profitably be invested elsewhere. These problems are specially acute 
in absentee ownership; but they are found even where the owner lives 
on the spot, if he does not bother to give serious attention to his 
property; and, of course, some agents are much better at managing the 
property than the owner could ever be, because of their greater 
knowledge or their natural flair for this kind of work. In any case, 
absentee ownership is now the rule rather than the exception in 
modem industrial communities. Most of our property belongs either 
to shareholders, who have entrusted its management to directors; 


or to the state or other public authorities, who also depend upon 
employees for its management. In both cases there are stringent and 
not altogether successful laws which seek to protect the owners* 
interest against the interest of those whom they employ. Some part 
of the case for private property, as against public property, used to 
rest on the argument that the private owner of property was likely to 
look after it better than the salaried employee of the state, but much 
of this argument has ceased to hold since the growth of large scale 
organization and of the joint stock company has caused the manage¬ 
ment of private property to pass largely from owners to salaried 

employees. 


Finally, some of the most difficult problems of our society arise 
out of conflict between those who own property on the one hand, and 
those who are employed for wages to work with other people’s 
property on the other hand. This conflict can be dramatized by stating 
it in terms of its extremist proponents on either side. On the one hand 
there are always some advocates of slavery, who hold that the worker 
should receive only the cost of his subsistence, and that all the 
surplus produce beyond this level belongs to the owners of property. 

n the other hand there are those who assert that only work creates 
produce, so that the worker is entitled to the ‘whole produce of his 
abour whether this allows some deduction for depreciation of 
capital not even always being made clear. In between these extremes 
many different proposals for the division of the product. 
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This problem is different in kind from those we have so far con¬ 
sidered in this section. Hitherto our concern has been that those who 
control property, whether as owners, as tenants, or as managers, 
should have an interest in maintaining and improving it. The share 
of the workers in the produce does not, however, necessarily raise 
problems of control, so we will consider it separately. 

(c) The Reward for Work 

We have said that men will not do their best work unless the fruit 
of their work is assured to themselves or to those whose claims they 
recognize. Problems arise so soon as it becomes difficult to distin¬ 
guish the fruit of their work from other fruit, as is the case if they are 
working together on a joint enterprise, or if they are working with 
property which belongs to someone else. 

Working together becomes necessary so soon as there are econo¬ 
mies of scale. Since it has problems different from those which are due 
to the separation of work and ownership, we can best get it into per¬ 
spective by considering the case where men work together with their 
own property, that is the case of co-operative enterprise. The word 
‘co-operative’ is used by many different kinds of organization, but we 
are concerned in this context only with co-operatives in the literal 
sense, that is to say with organizations where the workers own the 
property, manage it themselves, and distribute the proceeds among 
themselves. (In other co-operatives the workers are employed for 
wages by consumers, or by farmers’ marketing societies, or the like.) 
The need to work together arises as soon as the advantages of scale 
begin to be evident—either because of specialization, or because of 
the need to join together to work some piece of indivisible equipment. 

Co-operative units have two major problems, namely incentives 
and authority. As for incentives, each partner has to rely on the good 
faith of the others, in a situation where any one partner can slacken 
off without correspondingly diminishing his share of the product. 
The system can work quite well if the partners are not numerous; 
especially if they are related to each other, or linked by mutual 
sympathy. Six or a dozen craftsmen or farmers can work together for 
decades without the partnership foundering on any major dispute. 
They do not always succeed; even family enterprises do not escape 
slackness, lack of incentive or dispute. However, once the partner¬ 
ship begins to involve larger numbers, it cannot be based exclusively 
on mutual trust and sympathy. It becomes necessary to pay each 
member according to what he does in terms of hours and of skill. 
The surplus profit can still be divided on some ‘co-operative 
principle—according to earnings, or equally, or according to capital 
contributed—but the emphasis has to be placed mainly on creating 
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a system of wage incentives—piece rates, bonuses and all the rest— 
which penalizes the partner who shirks and rewards the partner who 
gives superior effort. 

This is not, however, the only problem presented by size: much 
more difficult is the problem of managing large co-operatives. A 
large body of people cannot work together efficiently without dis¬ 
cipline and authority. Someone has to take decisions, and to enforce 
them. The members of a co-operative may be equal partners, but they 
cannot have equal authority. If they are numerous, they must 
delegate most of their authority to a committee, and no executive 
committee is effective which is not content in its turn to delegate most 
of its authority, and to put responsibility squarely on the shoulders 
of a small number of individuals. This means, however, that the great 
majority of the co-operators are removed from decision making, and 
have to carry out orders just like any paid employee. They become 
dissatisfied with this. They probably also become dissatisfied with 
the division of the proceeds; with their own pay relatively to others; 
or with the management’s desire to put a large part of the surplus to 
reserve, for contingencies, or for expansion. Sooner or later they 
overthrow authority, and the organization is rent by internal dis¬ 
sension. Consequently it is virtually impossible for large scale 
organizations run as co-operatives to compete successfully against 
other large firms run without the co-operative principle. The excep¬ 
tions prove the rule. The collective farms in the U.S.S.R. are co¬ 
operative only in name; the management is provided by members of 
the Communist party, who tell each member what he is to do, pay 
him according to what he does, and share out the surplus in propor- 
tion to earnings. The individual member has only theoretical power to 
change the management and alter its policy. In Israel the communal 
tarms are genuinely democratic; they are, indeed, mostly indebted to 
and supervised by a central agency, but this does not seem to restrict 
hen- genuine powers of self-government. Membership averages 

thpv h 2 d 0, ? n u members are not even Paid according to the work 
We u A St obs ® rvers seem t0 a S ree that the success of these collec- 
imm* aS depended so far upon the special emotions associated with 

coliwf" JeW1 ? h ag ncu iture in Israel, and upon the part played by 
oUective organization in the military defence of isolated settlements 3 ! 
Sooner or later the special strains and emotions involved in creatine a 
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their primitive communism, and succeed economically they will be 
doing so contrary to all previous human experience * 

ome form of co-operative is the primitive working unit of human 
beings. In the earliest societies we know, the working unit is the 
family, or the clan, or the guild of craftsmen, the Sts, or other 
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grouping. Western industrial capitalism began in partnership units, 
with craftsmen working together; the employment of journeymen 
by master craftsmen seems to have arisen only in the later Middle 
Ages. Group work has its advantages, especially for people living on 
the margin of subsistence, or living in fear of attack or of recurrent 
natural disaster; for then each helps the other, and there may be 
mutual protection or insurance in working together. It is quite 
common for peasants to form working parties to work on each 
other’s land, helping each other to build houses, or to clear the land, 
or to harvest. But this form of organization depends for its con¬ 
tinuance on strong ties of group loyalty, resting in kinship, or in 
religious association. It breaks down as soon as more individualistic 
notions begin to spread, as soon as there are growing opportunities 
for trade or for innovation of which individuals become increasingly 
aware, and as soon as large scale organization begins to offer 
economies. The co-operative form of enterprise is excellent for 
stable societies, but it does not survive easily as a productive unit 
(as distinct from marketing or credit) once the lower levels of sub¬ 
sistence have been passed. 

Problems of incentive and of authority are common to all large 
scale organizations, even when the workers own the property with 
which they work. The separation of ownership from work, however, 
introduces a third problem, namely that of the division of the pro¬ 
ceeds between work and property. In co-operative organizations 
property has no separate share: the whole of the proceeds is divided 
amongst those who work with it and own it. But in capitalist and 
socialist societies property belongs either to the capitalist or to the 
state, and in either case the owner demands both some remuneration 
and also participation in controlling the operations. It should, in par¬ 
ticular, be noted that the nationalization of property does not solve 
any of these problems. There was a stage in the development of social¬ 
ist theory when socialists were proposing that property should belong 
to those who worked with it—in forms of syndicalism, or Guild social¬ 
ism, or workers* control—in which case socialism would simply be 
co-operative enterprise, and would face only two problems instead of 
three. But in the event, whether in the U.S.S.R., or in Britain, or in 
the U.S.A. or elsewhere, socialism has taken the form of trans¬ 
ferring property from private owners not to the workers but to the 
state or other public authority, which retains control and a share of 
the proceeds. How much difference this makes in the mind of the 
worker depends on his attitude to the state. He may well believe 
that it is more equitable to share with and be managed by the state 
than with or by a private owner; this depends very much on what he 
has been taught to believe. Some workers have grown up in fear of 
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their governments and in friendship with their employers, and would 
resist any such transition; whereas others have been taught to hate 
‘the employing class’, and to respect ‘the democratic state’. But in 
any case, even if the worker prefers the state boss to the private 
boss, and the state profiteer to the private profiteer, he is uniikely to 
prefer either to neither. That is to say, even in the best regulated form 
of state enterprise he is conscious of the fact that he does not get the 
whole produce of his labour (whatever this may mean), and of the 
fact that ‘wage slaves’ have to be at the beck and call of their 
supervisors. The problems of state-run enterprises have thus proved 
to be not essentially different from those of private enterprises, and 
if this is not as immediately obvious in the U.S.S.R. as it is in 
Britain or elsewhere, this is mainly because workers’ attitudes are 
not easily expressed in non-democratic societies. 

The right of property to a share in the proceeds has always excited 
men’s minds. One school argues that wealth is created by work, and 
belongs only to those who work; from this stemmed a labour theory 
of value. Others have defended property’s share on numerous 
grounds on the natural right of men to own property; on the need 
to provide an incentive to improve property; on the Malthusian 
doctrine that the poor would waste the proceeds of property on 
having more children, while the rich would reinvest them; on the 
psychological cost of saving; on the right of each factor to earn its 
marginal productivity: and on numerous other defences. The state 
is no less ingenious than the private owner or his economic philo¬ 
sophers If twenty per cent of the national income is needed for gross 
capital formation, and another twenty per cent for the current uses 
ot government, even the most socialistic state has no difficulty in 
proving that the workers cannot expect to get the full produce of 
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justice is being done to all since no one can say what justice is in terms 
which everyone else will always accept. So also the problem of 
authority is as insoluble as that of incentives; the psychological 
malaise of working in big institutions is incurable. The human mind 
revolts against discipline, and no big organization can be run success¬ 
fully without discipline, obedience and loyalty. The workers may 
be given power to elect delegates to managerial committees, but if 
the organization is large, the delegates cannot be numerous, relatively 
to their constituents; and in any case once they become entrenched 
in managerial responsibilities, the delegates inevitably tend to side 
with the management, because they realize that a large organization 
cannot be run successfully from below. A sense of antagonism between 
management and worker is as inevitable in a large organization as is a 
sense of antagonism between clergy and laity, between government 
and subject, between father and family, or between general and 
private. It derives from the desire of each of us to have his own way, 
working in a situation where we have inevitably to accept countless 
decisions which we have no part in making, except remotely, and 
which are not tailored to each individual case. The situation provides 
a continuous challenge to managements—to win loyalty by the con¬ 
sideration which they show to those over whom they have authority 
(not less than by their efficiency), and to approximate their under¬ 
takings to the give and take and mutual respect which distinguish the 
happy family rather than to the reliance on hierarchy and sanctions 
which characterizes military groups. But conflict and frustration are 
inevitable accompaniments of large-scale organization. 

Perhaps too much is made of the worker’s desire for self-govern¬ 
ment, both by those who believe that democracy inside the factory is 
possible and also by those who fear that its impossibility must lead 
to the breakdown of the industrial system. Not all workers desire 
self-government in industry; probably a majority prefer to be given a 
job with limited terms of reference, and to be set free from respon¬ 
sibility for the affairs of the undertaking at large. In all human 
societies, whether factories or counties, trade unions, churches or 
states, it is observable that only a very small minority of people 
offer themselves as candidates for office, or take any continuous 
interest in the affairs of their organization. They may be very pleased 
to belong to the organization, and they may turn up to vote at 
elections—though the percentage voting is sometimes remarka y 
small—but it is exceedingly difficult to get members to keep them¬ 
selves informed as to what is going on, let alone to par ^P** 
actively in discussion or management. This being so, one mig t 
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such participation is feasible, and leaving to the large establishments 
the people who prefer to have things run for them. But it does not 
work out in this way. The large establishments on the contrary fre¬ 
quently attract those workers who have an itch to organize and 
supervise, and these set about stimulating the rest to defend them¬ 
selves and to participate (as they see it), or set about stirring up 
trouble (as the managements sometimes see it). 

The role played by this active minority in indoctrinating and 
organizing other workers for wages also emphasizes the part played 
in human affairs by fashions in opinion. Although the success or 
failure of systems depends partly upon their intrinsic nature, it 
depends also partly upon what men choose to believe about them. 
The great industrial unrest through which the twentieth century is 
passing owes as much to propaganda as it does to anything else. The 
industrial worker in the U.S.S.R. has less freedom than his counter¬ 
part in the U.S.A., and receives a smaller share of what he produces, 
but it is conceivable that propaganda in favour of his situation may 
cause him to accept it much more than the U.S. worker, who is 
subjected to strong propaganda against a similar status, even though 
it is relatively superior. It is this which makes prediction impossible. 
An economist living in Rome at the time of Spartacus might have pre¬ 
dicted confidently that slavery was so intolerable to the masses that it 
must soon fail; instead it was established more firmly than before. 
Similarly, one might now be tempted to predict that large scale orga¬ 
nization, whether in co-operative, in private, or in state ownership, is 
proving so irksome to the workers that it must fail; and that there 
will soon come a time when only small establishments, based on per¬ 
sonal relationships, will stay sufficiently free of strikes and of 
ca’ canny to be successful in the market. But this prediction may be 
just as wrong, especially if the state increasingly takes over manage¬ 
ment, and lines up with the church and with trade union leaders to 
persuade the workers that this is a fundamental change which gives 
them the best of all possible worlds. To return to the point from 
which we started this section, ‘men will not make effort unless the 
fruit of that effort is assured to themselves or to those whose claims 
they recognize’, but what they consider to be their proper share of the 
fruit, and whose claims they recognize are largely subjective matters, 
which depend upon what they have been brought up to believe. 

2. TRADE AND SPECIALIZATION 

We turn next to consider the opportunities which institutions give 
lor trade and specialization, since the extension of trade and of 
specialization are a vital part of economic growth. 
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(a) Advantages 

Trade stimulates growth in many ways, of which its stimulus to 
specialization is only one. Trade stimulates demand, by introducing 
new goods to a community, and in doing so it may stimulate the 
desire to work more, or more effectively. Since limited wants, due to 
limited horizons, keep effort low in many primitive communities, 
the opening of trade may effect a revolutionary attitude towards the 
value of work. Trade also reduces the community’s need for working 
capital. In the absence of trade each household must keep stocks of 
all it needs; when trade permits the stocks to be held by merchants 
in central reserves, the ratio of stocks to consumption is greatly 
reduced. Indeed these stocks may often mean the difference between 
life and death in countries which live on the margin of subsistence, 
since trade permits commodities to be moved from surplus to deficit 
areas in times of famine. Trade also brings new ideas—new patterns 
of consumption, new techniques, or new ideas of social relationships. 
Tales from foreign lands challenge established traditions, and allow 
individual members of the community to experiment in ways which 
would otherwise be prohibited. If in studying the history of any 
country we find that it is suddenly showing more rapid growth, or 
changes in beliefs, or changes in social relations, the explanation is 
almost always that there has been an increase in opportunities for 
trade. 

Trade also stimulates specialization, since the division of labour 
depends upon the extent of the market. Adam Smith said of speciali¬ 
zation that it owes its superior productivity ‘first, to the increase 
of dexterity of every particular workman; secondly, to the saving of 
the time which is commonly lost in passing from one species of work 
to another; and lastly to the invention of a great number of machines 
which facilitate and abridge labour, and enable one man to do the 
work of many*. Smith attached so much importance to the division 
of labour that he made it seem even to be the cause of the growth of 
technology and of the application of capital. Later writers challenged 
this causation, and some even argued the other way—that specializa¬ 
tion is not the cause but the result. In our day we are content to say 
that specialization, knowledge and capital grow together. 

Increasing specialization seems to be as much a principle of 
economic as of biological evolution, and its association with 
economic growth is beyond all question. It has, nevertheless, its 
costs. Any specialist is likely to suffer if the demand for the service 
in which he specializes diminishes. Demands are altering all the 
time, because taste changes, or because new techniques or new goods 
render the old skill obsolete. If the specialist cannot turn his hand to 
something else, he may suffer a severe loss of income. This applies 
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also to a community as a whole: the greater the specialization, the 
greater the need for occupational mobility, which is the best insurance 
against changes in demand. The community may also suffer from 
specialization if trade breaks down, and if it is therefore unable to get 
essential supplies, as when a war interrupts trade, or when the usual 
sources of supply are cut off by earthquake or other disaster. Pro¬ 
vision can be made for temporary interruptions of supply by carrying 
emergency stocks, like the stockpiles now being created by the U.S. 
government in case of war. But it may also be advisable to take the 
precaution of not specializing excessively—how far to go being a 
matter for subjective assessment of the risks. 

Another cost of over-specialization is lack of balance. This can be 
seen clearly in agricultural operations. Excessive specialization on one 
crop may cause biological unbalance, showing itself in soil ex¬ 
haustion, or in the spread of pests and diseases. It is open to the 
individual farmer to prevent soil exhaustion by having a suitable 
rotation of crops, and by mixed farming. But the individual cannot 
prevent the adoption of monoculture by the farmers in his region, 
and the dangers of pest and disease to which this gives rise. If mono¬ 
culture is to be prevented, in a region where it is considered un¬ 
desirable but is temporarily very profitable, there must be a group 
decision to prevent it, by prohibitions on planting, or by subsidiza¬ 
tion of other crops. 

Specialization also causes lack of balance in the human mind. A 
people which specializes in mining does not see the world in the same 
way as a people which specializes in farming. Similarly, within the 
group people with different specialisms see things differently, and 
may clash irreconcilably in outlook as well as in material interests. 
These differences of outlook and of interest are often deplored; 
Speech Day orators denounce narrow specialization and urge that 
education should be broadly based. Nevertheless, this diversity may 
be thought to add something to the quality of human community 
life, which is missing in a community where everybody has the same 
occupation and experience. It poses greater problems of co-opera¬ 
tion, but it also presents greater opportunities of intellectual progress, 
since it is in the clash of experiences that human ideas are refined. 

In the same way, the clash of material interests at least causes 
society to change continuously. This is so whether we accept the view 
ot those materialists who see all history as a succession of class 
struggles, or whether we reflect merely how little change there would 
oe in society if each person were satisfied with his share of the 
national income. Some people regret that there is ceaseless change, 
and say that they would be glad to get back to a world in which 
eacn person grew his own food and spun his own cloth—if there 
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ever was such a world. We are not here concerned with the desira¬ 
bility of change or stability (we treat this matter in the Appendix); 
we note here merely that there is ceaseless change, and that specializa¬ 
tion contributes towards it. 

( b ) The Extent of the Market 

The greater the market the greater the possibilities of specializa¬ 
tion. The size of the market depends upon the degree of household 
self-sufficiency, upon the size of the population, upon the cheapness 
of communications, upon the wealth of the community, upon the 
standardization of tastes, and upon the man-made barriers to trade. 

The primitive household is almost completely self-sufficient. Every 
village has some specialist craftsmen, but they supply only a fraction 
of the villager’s wants. The self-sufficiency of the village as a whole is 
associated mainly with its isolation, but the self-sufficiency of the 
individual household is associated mainly with the status of women. 
As economic development occurs, many of the jobs originally done 
by women in the household are transferred to external agencies, which 
do them more efficiently both because they are more specialized and 
also because they use more capital—fetching water, grinding grain, 
spinning, weaving and making clothes, teaching children, looking 
after the sick, and so on. This transfer of jobs is paralleled by a 
transfer of female labour out of the household to work in external 
establishments. In most primitive societies men object to their 
women working for wages. As the taboos break down, greater spe¬ 
cialization becomes possible, and there is a substantial increase in na¬ 
tional output—as well as a substantial increase in women’s freedom. 

The size of the market depends also upon the size of the popu¬ 
lation. There are substantial economies of scale in some kinds of 
production, especially in manufacturing, in public utilities, and in 
some kinds of service (education, public health, mass entertainment). 
Quite a few countries are under-populated, in the sense that if their 
populations were larger such products or services could be offered 
more cheaply on a mass produced basis, instead of being produced 
in smaller, less specialized establishments. The size of the population, 
however, is a concept which relates to space as well as to number, and 
which is therefore essentially a matter of communications. If trans¬ 
port costs were zero, even the smallest country could enjoy all the 
benefits of specialization, since the whole world would constitute 
a single market; even the smallest country could then specialize, and 
sell its surplus to others, in return for what it wished to consume. We 
discuss population questions more fully in Chapter VI. 

The cost and extent of communications depends partly upon 
natural features, and partly upon the enterprise of transport under- 
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takings. Some governments are more alive to their responsibilities in 
this sphere than other governments. Indeed, in the history of most 
countries the good rulers are often marked out by the vigour with 
which they extend the system of roads, and the bad rulers by the poor 
state of the roads in their time. A cheap and extensive network of 
communications is the greatest blessing which any country can have, 
from the economic point of view. Before the invention of the railway, 
water transport was the only relatively cheap form of transport, and 
those countries which were easily accessible by sea or by river showed 
the greatest expansion of trade and of wealth. If we ask why some 
countries have played a more vigorous part in human history than 
other countries, greater accessibility by water is usually one of the 
answers. 


That the size of the market for any commodity depends upon the 
wealth of those who buy it is obvious. Equally important is the degree 
of standardization of the demand. One reason which is sometimes 
adduced for the superior productivity of labour in the United States 
is the willingness of people to buy mass produced and standardized 
articles. This is partly a matter of the extent of social snobbery in 
the community; if snobbery demands that the individual show his 
superior status by buying commodities of individual design, or hand 
made commodities, or articles fashioned specially to his requirements 
then the market for each type will be small. It may also be a matter of 
class structure; countries which have a well developed middle class 
may offer a better market for mass produced commodities than 
countries of equal wealth which have only rich and poor. Class 
considerations apart, the taste for artistic work of individual design 
may have been created merely by the excellence of a country’s crafts- 
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great power. The Mercantilist age is famous for its literature defend¬ 
ing restrictions on foreign trade, but the most important work of the 
Mercantilist philosophers was their insistence on the advantages of 
internal unification, and the efforts that were made in their age to 
level the barriers to internal trade. Their work has never been un¬ 
done; nobody today argues that subordinate political authorities— 
provincial governments, county councils or municipalities—ought to 
have the right to levy tariffs. The Mercantilist age passed impercep¬ 
tibly into the age of free trade, which the nineteenth century was, par 
excellence . During that century barriers to international trade were 
reduced in almost every country of the world, and though the tide 
turned before the century’s end, the level of trade restrictions was in¬ 
significant in 1900 compared with what it had been a century earlier. 
Nowadays opinions on international trade are again as sophisticated 
as they were in the Mercantilist age; we shall return to the subject 
in Chapter VI. 

(c) Organization 

As soon as men begin to specialize it is necessary to have some 
mechanism for co-ordinating their activities. On the smallest scale 
this can be done by administrative fiat. Inside a firm, or a govern¬ 
ment department, or an army unit, each specialist is told individu¬ 
ally what to do, and it is the job of the management to have a mental 
picture of how the work of all the individuals fits together. This 
cannot, however, be done for a whole community, since the ends 
to be served and the means of serving them are too numerous for 
central co-ordination to work efficiently. Instead, the activities of 
individuals are co-ordinated by the market. Supply and demand 
determine prices, and each individual is able to suit his own purposes 
by responding to price incentives, while at the same time serving the 
wider ends of all individuals taken together. The price mechanism • 
does not, indeed, resolve all social conflicts; it is an imperfect 
mechanism, like all other social institutions, and its operation is also 
affected by the efforts people make to prevent it from working freely. 
It is everywhere regulated, by private monopolists or by governments, 
but nowhere can it be dispensed with altogether, so long as there is 
specialization and trade. Even the government of the U.S.S.R., which 
regulates economic activity more than other governments, depends 
quite significantly on the price system to co-ordinate economic 
activities—to stimulate the supply of types of skill which are scarce, 
to stimulate agricultural output, to discourage consumption of scarce 
commodities, to enforce efficiency upon state-owned industries, and 
more or less for all the other purposes which prices serve also in less 
‘planned’ economies. 
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Now, if the price mechanism is to serve as a regulator, people must 
be responsive to prices. They must be interested in prices, whether of 
the labour they can do, or of things they can make, or of commodities 
they may buy, or as the case may be; and they must be willing to 
respond to prices by altering their behaviour to take advantage of 
favourable changes in prices. A civilization in which people are 
responsive to prices may be referred to, contemptuously, as a 
‘pecuniary’, or an ‘acquisitive’ civilization; our concern, however, is 
not with morality or contempt, but with the conditions of economic 
growth. Growth requires specialization, specialization requires 
co-ordination by a price mechanism, and this co-ordination is 
effective only in proportion to the response of individuals to changes 
in prices. Now the degree of this response is largely a matter of habit. 
When people who have hitherto produced only for their own 
subsistence are first introduced to a price economy, their response 
is both limited and unskilled. They neglect opportunities; they do not 
know how to choose; they are easily defrauded; they do not sense 
the difference between temporary and permanent price changes; 
they do not know about seasonal and cyclical variations, or about 
quantity discounts; and so on. One has to learn how to respond to 
market prices just as one learns any other part of one’s culture. 
The performance improves as generations grow up who have 
always known and used the market, and who are experienced in its 
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alters human attitudes. Once money begins to circulate in a com¬ 
munity, and production for markets becomes common, economic 
relations move increasingly on to an impersonal basis. Status and 
kinship count for less, as money counts for more. Wealth is easier to 
accumulate in cash than in cows or in sacks of corn; the ‘acquisitive’ 
instincts—the desire for wealth—are therefore easier to exercise, and 
grow as they are exercised. The ‘capitalist’ relations of money- 
lending and of wage employment also spread more easily with money 
than without it. Hence, forms of organization which are feasible in 
societies which do not use money, such as the extended family 
system, or systems based largely on status, cease to work effectively 
when money comes to be widely used. 

We note next that specialization and trade also require that 
market places should be organized. Lack of markets is one sign of the 
primitive community. There is almost always some meeting place 
w'here food, cloth, and the simpler consumer goods can be bought. 
But specialization requires a much greater range of markets than this: 
markets for labour, markets for houses, markets for land, markets 
for foreign currencies, markets for loans, markets for stocks and 
shares, and so on. These markets take different forms. It may pay an 
individual to become, as it were, the market, specializing in bringing 
prospective buyers and sellers together, just as a house agent’s office is 
a market. Or the market may be merely a column of advertisements 
in a newspaper. The number and variety of the markets is a sign of 
the community’s wealth. Sometimes wealth can be increased simply 
by opening a market, so that trade is facilitated, but it is also possible 
to open markets before the community is in a position to develop 
enough trade to justify them—as in the case of some of the poorer 
countries where there is talk of starting a stock exchange. 

The relationship between specialization and the size of the 
economic unit is not simple. Some people believe that specialization 
increases the size of the firm, because the subdivision of jobs in¬ 
creases the number of jobs and therefore the size of the co-ordinated 
unit. But this is not necessarily so, since the activities of the specialists 
can also be co-ordinated by the market. When a new product first 
appears on the market, the firm introducing it has to make most of 
the component parts in its own workshop; but, as the demand grows, 
various firms specialize in making component parts. Thus the motor 
car is now produced by scores of different firms, each specializing in 
making chassis, or bodies, or windscreen wipers, or tyres, or scores of 
other accessories; whereas the so-called ‘motor manufacturer’ may 
not do much more than assemble parts most of which he has bought 
from other firms. Specialization increases the size of the firm in so far 
as it results in operations which have to be done on a large scale; but 



ECONOMIC INSTITUTIONS 



it reduces the size of the firm every time that it splits an operation 
into component processes. 

Large scale organization is thus one of the indirect results of 
specialization. Because people specialize, their activities have to be 
co-ordinated, and this co-ordination can be done either by market 
processes or within the firm. In this respect, the market and the firm 
pull in opposite directions. The more perfect the market, the less 
necessary it is to have co-ordination within the firm, whereas the 
less perfect the market, the greater is the opportunity for an 
entrepreneur to co-ordinate the activities of individual specialists. 
It is an error to think that the principle of specialization as such gives 
advantage to large scale organization. The small firm can survive 
easily if markets are well organized, so that it can buy cheaply such 
factors as specialist advice, engineering service, component parts, 
raw materials and the like, and can dispose easily of its product, 
whether to final or to intermediate buyers. The better organized the 
market, the less each firm needs to do for itself, and the smaller is 
the advantage of large scale organization. 

The corollary of this is that if it is desired to favour small scale 
enterprise, the best way to proceed is to organize around the small 
firm specialist services and marketing agencies so efficient and cheap 
that the firm is not disadvantaged by being small. The large organiza¬ 
tion can conduct research, buy in bulk, sell in bulk, raise funds 
easily, produce a standardized article, advertise, hire the best 


specialist advice, and so on. The small organization can succeed 
just as well if it is surrounded by agencies—private, co-operative, or 
statutory—which will take over all that part of the work which needs 
to be done on a large scale, so that the small firm can concentrate on 
those activities which are adequately done on a small scale. Thus the 
small farm can get its specialist advice from an agricultural extension 
service, its standardized seeds from seed farms, or its tractors from 
the tractor hiring agency, and can dispose of its product to an agency 
which bulks it with that of other farms, and grades, processes, 
advertises and sells it in bulk. It is not true that the individual firm 
must be large in scale if there is to be efficiency or economic growth • 
but it is true that the advantages of specialization cannot be secured 
unless the economies of scale are available either within the firm or 
within the framework of well organized markets. All the same the 
degree to which the well organized market can substitute for the 
large firm varies very much from industry to industry. It would be 
very hard to organize railway service, the manufacture of steel, or the 
assembly of motor cars efficiently on a small scale, whereas small 
s^le enterprise can hold its own very well in road transport, in shop¬ 
keeping, in some forms of agriculture, and in a limited range of 
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manufacturing activities. Economic growth does demand some 
expansion of large scale production, however efficiently the market, 
the co-operative movement or the government may proceed in 
nurturing the smaller units. 

The expansion of large scale organization depends on the avail¬ 
ability of entrepreneurial skill, and on the access which this skill has 
to other factors of production. Entrepreneurship may be undertaken 
by private persons, or by government officials. In either case the size 
of undertaking which the entrepreneur can handle is a function of his 
ability, his experience and the techniques at his command. Taking 
first the techniques, large scale organization has progressed with the 
invention of means of communication—writing, telephones, wire¬ 
less of means of counting—statistical methods, accounting—and 
of administrative devices—hierarchies, committees, and so on. All 
such inventions increase the scale of efficient operation. In most 
under-developed countries there are very few people who have 
experience of large scale administration, or of its techniques. In such 
countries small scale organization is more appropriate than large, 
simply because of this lack of experience, and it is more economical 
to organize on a small scale operations which more advanced 
countries would find it more economic to organize on a large scale. 
As economic development proceeds, the country accumulates 
administrative experience, and can apply large scale methods more 
effectively and to a wider range of activities. 

Because large scale organization involves great changes in attitudes 
and in social structures, and brings with it so much discontent, many 
people dislike it, and would prefer to have only so much economic 
growth as is possible without increasing the scale of organization. 
This attitude is feasible enough in a country whose natural resources 
are limited to cultivable soil,, but if the country has considerable 
resources for mining or for manufacturing it will almost certainly 
restrict its opportunities unless the growth of large scale enterprise 
is permitted and encouraged. 

3. ECONOMIC FREEDOM 

(a) Individualism and Collective Action 

The growth of income per head in Western Europe and North 
America in the last few centuries is very rightly associated with the 
growth of economic freedom—of freedom of the individual to change 
his social status or his occupation; freedom to hire resources and 
combine them in ways which increase output or lower costs; and 
freedom to enter trades in competition with others who are already 
established in those trades. In this section we shall be examining 
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the institutional obstacles to these freedoms, but we must first note 
that individualism is not necessarily the quickest road to economic 
development. Collective action is also necessary, and in certain 
circumstances may even have quicker results. 

Collective action in the form of government action is necessary 
even if only to supplement private action. Governments have ex¬ 
tensive functions in promoting economic development, to which we 
refer in more detail in Chapter VII. These range, even in private 
enterprise economies, from such obvious functions as maintaining 
roads or promoting research, to more sophisticated functions such as 
underwriting new enterprises or providing capital to private business. 
The role of government depends to some extent on the quantity and 
quality of private entrepreneurship; the less able the individuals to 

pioneer, the greater the burden that falls upon an enterprising public 
service. 


Apart from government action, however, a strong sentiment of 
national cohesion may be helpful to economic development whether 
the pioneering is being done by individuals or by government. If the 
members of the nation are used to looking to and accepting leader¬ 
ship, the changes which economic growth requires are much easier 
to achieve than if each is a stubborn individualist. This may show 
itself in several ways. If the pioneering is in new techniques, the com¬ 
mon people will change over more rapidly once innovators have 
shown that the new techniques are more productive. If it is necessary 
to arrange for work to be done in large scale establishments, where 
previously every man was his own master, a new discipline can be 
quickly established. If sacrifices have to be borne—for instance if the 
government decides to launch upon a heavy programme of capital 
formation they will be borne with less internal strife or less inflation 
than m communities whose members are less easily united by a com¬ 
mon purpose. If habits and institutions must be changed—the status 
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organized on authoritarian lines is probably better able to attain 
given objectives than is a group more individualistically inclined. It 
is superior, presumably, for anything which has to be done according 
to a plan, where keeping together is of the essence of success— 
whether the objective is making war, or controlling the flow of some 
tremendous river which otherwise threatens destruction, or fighting 
forest fires, or any other activity where success is dependent on every 
person taking orders from the chief. The cohesive, authoritarian 
group will also have superior economic growth, if the chief knows 
better than the individuals the measures which growth requires. The 
chief can enforce education, or improved technologies, or the use of 
better seeds, or a higher level of capital formation, or changes in 
social relationships such as land tenure, or slavery, or monopoly. 
Hence it is not true to say that growth depends on the individual 
having freedom to manoeuvre, if the alternative is that the individual 
will be compelled to do things which lead to growth. The case for the 
superiority of individual freedom in economic matters rests on the 
belief that the chief has no superior source of knowledge, and that 
individuals seeking in many directions are more likely to discover 
open doors than a chief with a monopoly of manoeuvre. As we shall 
see in a moment, this belief is true enough in advanced societies, but 
it is not so obviously true of backward societies, which can grow 
simply by modelling themselves on the more dynamic features of the 
more advanced. Hence, given a government which has set itself to 
promote economic growth, and which has a reasonably competent 
understanding of the issues involved, a backward society on an 
authoritarian basis is almost certain to grow more rapidly than a 
backward society on an individualistic basis. The rub is in the 
provisos; governments can be intelligent, and they can be author¬ 
itarian, and they can have the interests of the common people 
primarily at heart; but to find these three features in combination 
seems to be the exception rather than the rule. 

These considerations are more relevant to the current controversy 
about ‘planning’ than they are to the controversy about the opera¬ 
tion of industry by public rather than private enterprise. These two 
issues are often confused in popular discussion, but they are quite 
separate. There can be centrally planned private or public economies; 
and a public enterprise economy can just as well be planned or un¬ 
planned. We say first of all a few words about public operation of 
industry, and then turn to the issue of planning. 

The controversy between private and public operation of industries 
ranges over a great number of issues, most of which do not concern 
our present purpose. Much of the controversy is concerned with 
effects upon the distribution of income, in which this book is not 
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directly interested, the argument being whether state employees 
would absorb a larger part of the national income than private 
profit-making entrepreneurs. Another part of the controversy con¬ 
cerns the effects on individual liberty—on the freedom of the worker 
or of the consumer, or on political freedoms, in a society where 
property and initiative are concentrated in the hands of the state. 


Our present concern is only that part of the controversy which relates 
to effects on economic growth. 

This resolves itself into questions of incentives and of access to 
resources. The entrepreneur, whether private individual or public 
official, must have the incentive to seek out ways of reducing cost, or 
of giving the public better service by introducing new or better com¬ 
modities, or by improving distribution or service. He must also have 
access to labour, to capital and to materials; that is to say, he must 
not have too much difficulty in finding a backer who will provide 
the capital, or in persuading authorities of one kind or another to 
let him have the labour and materials which he requires. 

In so far as it is a question of incentives, the private enterprise 
system relies, in the first instance, upon the lure of private profit. This 
incentive, however, operates more in small firms than it does in the 
large corporation, where entrepreneurship is exercised by directors 

remuneration in these days is not 
closely linked with profit. Entrepreneurship in large private corpora¬ 
tions depends on much the same incentives as entrepreneurship in 
public corporations; in either case there may be a small bonus varying 
with profits, but the major incentives are ambition, desire to do one’s 
job well, desire for promotion to a higher salary, and desire for 
recognition. Hence, as far as incentives are concerned, there is 
probably n°t much to choose between private and public enterprise 
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it is easier for large enterprises to raise the capital they need than for 
small enterprises. This difference would probably be increased if 
capital were available only from a state agency, because the political 
and other strength of large enterprises would make it easier for them 
to insist on getting the capital they required. The same strength 
might also give them more monopolistic power, to intrigue for 
capital and other resources to be denied to new and smaller rival 
industries or establishments or commodities. The small enterprises, 
and especially those which were anxious to experiment with untried 
ideas—new commodities, new inventions and so on—would probably 
find it even more difficult to get the necessary backing than they do 
in a system of private enterprise. 

Much depends on how widely diffused is the control of resources. 
If no capital, labour, or materials can be obtained without a permit 
from a central authority, entrepreneurs have little room for man¬ 
oeuvre, whether in a private enterprise system or in a system of 
public ownership. The centrally planned economy, whether private 
or public, is then driven in directions determined by the plan¬ 
ners. Such an economy is superior to an unplanned economy in 
attaining a specific objective, since unplanned economies have no 
specific objectives. A planned economy is better at producing the 
sinews of war, and this is why all economies come to be highly 
planned in time of war. A planned economy is also better at imposing 
a high level of capital formation; or at creating a large industrial 
sector; or at any other single objective which planners set them¬ 
selves—whether it be irrigating deserts, or building houses, or what¬ 
ever it may be. Where the planned economy is inferior to the un¬ 
planned is if there is no single objective towards which effort must be 
concentrated. For then the judgement of individual entrepreneurs is 
as good as or superior to the judgement of the planners at the centre; 
there is no single direction in which the economy should go; and it is 
therefore best to leave each person free to make the best use of the 
resources available to him in the circumstances in which he finds 
himself. This applies equally whether the entrepreneurs are private 
persons or public officials. An economy in which all industrial 
capital is owned by the state need not for that reason alone also be a 
centrally planned economy; for the state can decide to confine its 
functions to those of a shareholder, and to leave its officials free to 
produce what they like, with what resources they can, subject only 
to the test of profitability in the market. Even if it is the sole source of 
capital, it may distribute capital through a multiplicity of agencies 
competing with each other, instead of through a single central con¬ 
trol; so that the firm in search of capital may have several chances of 
getting it. Planning and public ownership are not the same thing; 
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the world has had both unplanned public enterprise and also 
strictly planned private enterprise. 

A corollary of the distinction between having a single objective 
and having no objective, or a multiplicity of objectives, is that 
planning is less harmful in countries which merely follow the leader¬ 
ship of others than it would be in countries which pioneer. In ad¬ 
vanced industrial countries like Britain or the United States, nobody 
knows what the pattern of the economy will be or ought to be in 
fifty years’ time; what new goods will dominate the market which 
have not yet even been invented; what new modes of transport will 
be important; what the shops will be like; and so on. If such econo¬ 
mies were now put into the strait-jacket of central planning, and 
authority given to a small group of persons in a central office to 
decide what developments to encourage or to suppress, we can be 
fairly confident that growth would be retarded. That is to say, we 
cannot by any means be confident that output will not rise faster, 
since capital formation may be greater, but we can be confident that 
there will not be so many new goods or so many changes in the 
patterns of production and consumption. There may be more of the 
old, but there will be less of the new. The situation is very different if 
a backward country is merely following in the lead of the pioneers, 
ten or fifty or a hundred years after the pioneers have shown what is 
worth doing. Even in these circumstances strict central control may 
hamper those adjustments which are always necessary as techniques 
and institutions are transferred from one environment to another. 
But it is not as easy for the planners to go wrong as it is in the 
pioneering countries, because they have models which they can copy. 

Much depends also on how much the particular community has 

learnt of the art of public administration. Most governments are, and 

always have been, corrupt and inefficient. The art of creating a public 

service relatively free from corruption, relatively efficient, and fairly 

anxious to maintain high standards in these matters, has been learnt 

only slowly, and only in a few countries. Hence in most countries of 

the world economic growth would certainly be impossible if the 

adopuon of public ownership or of central planning were to put into 

the hands of present administrations the entire responsibility for 

econcnuc affairs. In countries where government is corrupt and 

inefficient, laissezfaire, laissez passer is the best recipe for economic 

growth. It is only as an efficient administration is built up that the 

relative merits of private enterprise and of public ownership or 
control merit serious debate. ” 

In practice the real problem is not to choose between private 
mibative on the one hand and government action—whether planning 
or nationalization—on the other, but rather to combine these two in 
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the most fruitful proportions. Arguments for or against planning in 
general, or for or against public operation of industry in general are 
a hangover from the nineteenth century. In practice it is also clear that 
the role of governments in economic development is and ought to be 
much greater now than it has been in the past, if only because of the 
greater rate of growth which has now come to be generally expected. 
Much which developed only slowly over the centuries through 
individual effort in the countries which have pioneered in material 
advancement, may now be expected to happen in as many decades 
under government auspices in the more backward countries which 
have now started to tread the same road. The role of government in 
economic life is growing, and will continue to grow for some time yet. 
The problems which this creates we shall leave for more detailed 
consideration in Chapter VII. 

(b) Vertical Mobility 

Economic growth is usually associated with a high degree of 
vertical mobility, upward and downward. There are several reasons 
for this. 

In the first place, if the upper classes—in business, government, 
science, and other spheres—are not continually refreshed from below, 
they degenerate, both biologically and culturally. Biological degen¬ 
eration takes place because if a thousand intelligent men have a 
thousand sons, the sons will not all be intelligent. If we assume that 
at some point in the community’s history a biologically superior 
group has taken over the upper class positions, and if this group 
henceforward never allows descendants of any but the original mem¬ 
bers to hold these positions, then we may fairly confidently expect a 
decline of biological vigour. A healthy upper class, biologically, is 
one which allows its weaker members to fall into the lower classes, 
and which in each generation recruits the more successful members 
of the lower classes into its own ranks. Similarly, it is necessary to 
have cultural fertilization. A closed upper class, based on family, 
usually tends to go in for some form of ancestor worship. Old ways 
of doing things become sacred, and there is too much looking back¬ 
wards for success in a changing world. This is less likely to happen if 
there is constant recruitment of people who have no past to look back 
on, or who are anxious to forget their past. 

The case for recruitment from below, in the interests of growth, 
must not be confused with arguments for equality. There are always 
superior and inferior social classes, in the sense that there are always 
in any community, whether it be capitalist, socialist or communist, 
people set in authority over other people, whether in business, or in 
government, or in religion, or else. The point we are discussing is not 
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whether these divisions should disappear, for there is no doubt that 
growth would cease in a community if authority ceased; but what is 
the effect on growth of recruiting for superior positions by birth or 
by other tests. Again, those who are to exercise authority need special 
training for the purpose. They get longer education than the rest, and 
more privileges both during their training and afterwards. Some rich 
communities may be able to afford to give a long and expensive 
education to all children, but most communities cannot afford this, 
and so discriminate; the question is then who is to get the privileged 
education—whether the choice should depend upon birth or upon 
other tests. 


If children could be selected for leadership solely on the basis of 
their biological inheritance, by intelligence tests and in other ways, 
no case at all could be made for associating growth with privileges of 
family status. The fact is, however, that a man’s qualities depend also 
to a large extent on what he learns from his culture. Some part of this 
he learns in school, and in other institutions not connected with his 
family, but he also learns a good deal from his parents, and it does 
matter who his parents are. We can see this most clearly if the culture 
of the ruling class is quite different from that of the ruled. For 
example, in the West Indies in the nineteenth century the culture of 
the white ruling classes was quite different from that of the newly 
emancipated black slaves. The whites argued that all positions of 
importance should be reserved to their children, who had been 
brought up in their culture, and asserted that the islands would soon 


revert to barbarism if black people were allowed into positions of 
responsibility, however high their biological endowment might be, 
because of their inferior cultural inheritance. Nineteenth century 
white culture in the West Indies was not, as it happens, at a high 
level; it was generally despised by Englishmen for its immorality, and 
its lack of artistic achievement; and its backward techniques and lack 
of progressive business sense have bequeathed continuing poverty to 
the islands. All the same, it was superior to the black culture of the 
time, and the islands would probably have been even more backward 
today if universal adult suffrage had been established in 1838. The 
point at issue, however, is not equality, but the system of recruitment 
lor privilege. If there could have been devised some system for re¬ 
cruiting the more intelligent blacks and giving them special training 
tor their responsibilities it is not by any means clear that they would 
not have governed the islands better than they were actually governed. 
This policy was pursued by the Ottoman rulers, who recruited young 
Christian boys and trained them as Moslems for the major positions 
of responsibility; and most historians attribute the vigour of the 
Empire partly to this system. The French, also, have pursued similar 
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policies in parts of their African Empire, training selected Africans 
in French culture, and opening to them the highest posts. We may 
therefore conclude that, even when the culture of the ruled is quite 
different from that of the rulers, there may yet be advantage in 
opening the highest posts to the children of the ruled, provided that 
they get special training. It follows all the more that if we are 
dealing with homogeneous communities, where the cultural traditions 
of all the social classes are much the same, there is a case for restrict¬ 
ing superior positions to people of superior training, but there is no 
case for restricting them to people of ‘superior* birth. 

When we say that the upper classes will degenerate if not refreshed 
from below, we are assuming that the upper classes are restricting 
recruitment to their own children. They may, however, be drawing a 
line which allows themselves considerable scope. For example, the 
white population of the Union of South Africa is about twenty 
per cent of the whole. If, therefore, superior positions are open only 
to whites, there is still considerable choice, providing that all the two 
million whites are eligible. Such a group can probably maintain its 
vigour indefinitely, new families coming to the top in each generation 
while others make way for them. In contrast the whites of the West 
Indies, who constitute less than three per cent of the population, 
could not possibly have maintained a vigorous monopoly of leader¬ 
ship, even if they had begun with superior biological endowment, 
since when one family produces duds there is no other family rising 
up out of obscurity to take its place. 

Alternatively, a small ruling clique may well maintain itself by 
immigration. In the extreme case, such as those British colonies which 
are ruled but not settled, the ruling class is recruited afresh in each 
generation by immigration, and can remain vigorous so long as it 
can attract vigorous immigrants. 

Subject to these qualifications we conclude that growth cannot be 
maintained through several generations if positions of responsibility 
are open only to members of a limited number of families. This is so 
even if the families are the best, from the point of view of growth, 
when they assume power. The position is even worse if these families 
are of poor biological endowment, or alternatively if their cultural 
traditions are not compatible with growth. It is often the case that 
the traditions of the upper classes are not compatible with economic 
growth. The top class in society tends to despise many things on which 
growth depends. It may despise work and the economising spirit, 
giving its time instead to hunting, shooting, and dancing, and living 
on its rents and dividends; it may despise learning, science and new 
techniques; and it may even despise merit, preferring birth. If 
superior positions may be filled only by persons raised in such 
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traditions, growth will not take place. Yet such are the traditions of 
the aristocracy in most pre-capitalist societies. 

This brings us to the point that economic growth may require the 
displacement of the existing ruling class, and its replacement by 
another. The existing ruling class may be incompatible with growth 
because of its outlook and traditions. Or it may be incompatible 
because the bases of its economic power are due to be destroyed. 
Growth sometimes strengthens the existing bases, but it may also 
weaken them. We can see this clearly where the existing ruling class 
derives its wealth from land, or from serfdom. Economic develop¬ 
ment may raise the value of land, or it may reduce the value of land. 
The existing ruling class has no need to frustrate developments which 
will raise land values—such as working land for minerals, or putting 
in irrigation schemes, or making the area into a playground for rich 
tourists. But the existing class may be expected to frustrate plans for 
attracting labour away from the land into factories, or for reducing 
tariff barriers to the importation of cheap food, or for spreading 
education among the people (which usually makes them dissatisfied 
with the status quo). If the opportunities for growth happen to be 
such that they would reduce the wealth of the existing ruling class, 
this class will not be to the forefront in exploiting them, and will more 
probably be to the forefront in trying to prevent their exploitation. 
Growth will then depend upon the emergence of a new group, and 
there will be a struggle for power between this group and the old 
group, struggling for power to alter laws, or tariffs or systems of 
education, or systems of belief or other ways of living. 

Because the development of new types of economic activity is so 
often pioneered by a rising social class, historians have always to look 
closely at class structure and class mobility when examining periods of 
rapid economic change. No simple historical pattern emerges, how¬ 
ever. If one contrasts Britain and Russia in the eighteenth century, 
much emphasis can be laid upon the relatively more ‘open* society 
of Britain, which gave to merchants and industrialists greater freedom 
of manoeuvre, and greater social status vis-a-vis the landed 
aristocracy than the commercial classes had in Russia. But if one 
contrasts nineteenth century China and Japan, it is not easy to 
establish that Japanese society was more open in this sense than 
Chinese society. There were some differences in the status and 
opportunities of the commercial classes in the two countries, but the 
differences were not great enough to account for the differences in 
devdopment in the last third of the century. If the Japanese case is 

“ te r r h the British ’ one observes ** instead of a slow 
° f to© commercial classes through the centuries, to eventual 

domination, there is a revolutionary outburst by a lesser branch of 
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the aristocracy, which takes the commercial classes under its wing 
only after it has successfully made its revolution. This emphasizes that 
social changes which have economic consequences are not always 
made by the commercial classes—the respective roles of nationalist 
leaders and of commercial leaders in the contemporary anti-imperial¬ 
ists movements also stress the same point (see section 5(a) below); but 
it leaves untouched our main point, which is that it is easier for 
new economic classes to develop in an open than in a closed 
society. 

Again, economic growth creates or expands the middle classes, 
mainly by recruitment from below, and is not to be expected in 
societies which place obstacles in the way of upward mobility. The 
middle classes grow because growth involves more use of knowledge 
in production, and greater co-ordination of resources. The accumu¬ 
lation and application of knowledge makes it necessary to have an 
increasing proportion of skilled persons in production—of engineers 
of all grades, of scientists and generally of people with several years 
of education and training—and a rising standard of life also creates 
demands for skilled services, for dentists, teachers, musicians and 
other purveyors of service. Growth also requires greater co-ordina¬ 
tion because it is associated with greater specialization and with an 
increase in the skills of production; consequently it is necessary to 
have more foremen, more accountants, more managers and generally 
more people in supervisory positions. One of Karl Marx’s most 
striking prophecies was that economic growth would be associated 
with the emergence of an ever widening gap between the capitalist 
employer and the worker, but exactly the opposite has happened, 
and we can see why it has happened. Karl Marx thought that social 
stratification depended entirely upon the distribution of ownership of 
the means of production, but we can see that the rise of the middle 
classes has followed from the accumulation of technical knowledge 
and from specialization, co-ordination and the increased scale of 
operations—factors which are independent of the ownership of the 
means of production, and which, operate equally in capitalist, social¬ 
ist or other patterns of ownership. 

We cannot therefore expect vigorous economic growth to occur in 
communities where social mobility is prevented by slavery, by caste, 
by race barriers, by social snobbery, by religious differentiation or 
the like—unless the privileged group is large relatively to the whole, 
or refreshes itself continually by immigration. And, in any case, even 
if the privileged group remains vigorous and enterprising, the com¬ 
munity as a whole must lose because it is depriving itself of using the 
talents of members of the lower classes. Other things being equal, a 
community which is free from barriers to mobility must show more 
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rapid growth than a community which denies opportunity to the 
majority of its members. 

In practice, the more ‘sensible’ aristocracies allow as much vertical 
mobility as is necessary for vigour, even when they are careful not to 
allow any more than this. Any class includes in its membership people 
of superior, of average and of inferior talent. The ‘sensible’ aristocracy 
permits people of superior talents to rise, and people of inferior 
talents to fall. This is all that the maintenance of its vigour requires. 
At the same time it protects its own average members against the 
average members of the lower classes. The class structure of society 
is thus upheld, since people of average talent in the lower classes are 
not allowed to displace people of average talent in the upper classes; 
while at the same time the aristocracy is continually refreshed. Since 
only a little vertical mobility is needed to keep the upper classes 
vigorous, a class structure and economic growth are not incompatible, 
provided that this minimum of mobility is allowed. At the same time, 
social peace is easier to maintain if it is clear that the most clever 
Jews or Negroes or working class boys will not be prevented from 
reaching the highest rungs of the ladder, even though they are only a 
negligible proportion of their class, and even though the great 
majority of average people in their class are kept firmly ‘in their place*. 
Nevertheless however ‘sensible’ the aristocracy may be in tolerating 
these exceptions, a community must be depriving itself of opportu¬ 
nities for growth if it restricts the opportunities for vertical mobility. 

One partial exception to this generalization is worth noting. In 
some circumstances discrimination against a group may cause that 
group to show vigorous development in directions other than those 
which interest the ruling class. Thus if the ruling class despises 
economic activity, and at the same time prevents some other group 
trom expressing itself in the activities which the ruling class honours 
such as the military professions, government, and the church— 
. despised group may cultivate instead the opportunities for econo¬ 
mic activity, and may distinguish itself in this way. The position of 
tne Jews in Western Europe springs at once to mind; they concen¬ 
trated on money making in the days when this way of life was des- 
pised and was almost the only one open to them. If discrimination 
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than their hosts. This is a development we expect to see in small 
immigrant groups who, because of their religion or their race or some 
other difference merge neither with the upper nor with the lower 
classes, and concentrate on making a living for themselves—the 
Chinese in South-East Asia are another well known example. We 
shall have more to say about immigrants and their problems in 
Chapter VI. 

(c) Freedom of Markets 

Economic growth requires that men should be free to hire re¬ 
sources, and to enter trades—whether on private account or as public 
servants being a separate issue, which we have already considered in 
section 3(a) above. Here we discuss first difficulties in the way of 
access to resources, and secondly difficulties of access to markets. 

By access to resources we mean that the entrepreneur should be 
able to buy, borrow, or hire factors of production, since if a person 
may use only his own labour, land and capital, the economies of 
specialization and of large scale enterprise are excluded. In this 
section we shall not say anything about capital, beyond noting that 
growth must be restricted if religion or custom frowns upon the lend¬ 
ing of money at interest; institutional problems of capital are 
reserved to Chapter V. We discuss in this section the marketability 
of land and of labour. 

There must be access to land. It is not always necessary to be able 
to buy land freehold, but at least it must be possible to get a secure 
lease with long tenure, especially if the enterprise involves making 
durable investment in the land, in the form of buildings or irrigation 
works or mining tunnels or other forms. Most systems of land tenure 
provide access to land, though usually with restrictions. Thus, land 
may be denied de jure or de facto to individuals and allowed only to 
collectives, as may be the case in the U.S.S.R. Or it may be denied to 
‘strangers’, i.e. to immigrants, or to members of some particular race 
or creed, or, as in parts of India, to ‘non-agriculturists (a measure 
aimed at preventing moneylenders from buying out the farmers). 
There may also be restrictions on the uses to which land may be put, 
especially in these days of the geographical zoning of land use, under 
the name of ‘town and country planning*. Or there may be restrictions 
on tenure; in some countries land cannot be bought freehold, but can 
only be leased; and the leases may not give sufficient security of tenure 
to justify making some kinds of long term investment. Difficulties 
also arise if there is uncertainty as to the ownership of land; modern 
countries have cadastral surveys and land registers, but there are 
many places where a person who purchases land may be harassed by 
litigation about the boundaries or about the title of those from whom 
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he bought. Clarification of titles is a necessary step in economic 
growth. 


Though most systems provide that the owners of land can part with 
it if they desire to do so, communities nevertheless differ in their 
willingness to sell or to rent land. Ownership of land is frequently 
tied up with pride of family, and the latter may cause people to be 
unwilling to part with land which has been in their family for 
generations, and in which, sometimes, their ancestors are buried. 
Land ownership is also tied up with social and political status, so that 
some people regard land not primarily as a means of production, or 
as a source of wealth, but as a mark of status, and as something to be 
held on to even at a substantial cost of annual income. Such con¬ 
siderations are probably most powerful in countries where land 
is very unequally distributed, e.g. where all the land belongs to a 
small aristocracy; it is usually much easier to buy or rent land in 
countries where ownership is widely diffused. The attachment of 
familiar or political sentiments to land ownership reduces the 
mobility of land as a resource, and restricts economic growth. The 
existence of such sentiments has caused some governments to take 
powers to effect the compulsory sale of land, as for public purposes 
or for railways, or for transforming large estates into small farms or 


vice versa; or powers to effect the compulsory exchange of land, in 

consolidation schemes or in town planning schemes. There is 

probably no country in the world where land is bought and sold 

solely for its value as a factor of production, and no country where 

non-economic factors do not frustrate schemes which would other¬ 
wise increase output. 

Access to land may also be denied in the social interest, where the 
ertect of easy access would be to diminish natural resources. Some 
uses of land inevitably diminish natural resources. Of these the most 
important is mining; other examples are the building of aerodromes 
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better reason than that they have wasted their natural resources, 
perhaps by exhausting the soil, or by destroying their forests, or by 
working out their minerals without reinvesting the proceeds in 
creating other assets. (See Chapter VI, section 1(6).) 

From land we turn to access to labour. If the economies of large 
scale production are to be enjoyed, it is necessary to be able to 
organize large numbers of workers under central control, whether in 
collective, in state or in private enterprises. And, because growth 
involves change, it is also necessary that labour should be mobile, 
leaving some enterprises and joining others. In authoritarian societies 
this mobility can be enforced by issuing administrative orders telling 
workers where they must work; even democratic societies resort to 
such compulsions in wartime. In peace time however, democratic 
societies rely on market processes; surplus labour is dismissed, and 
enterprises which want labour bid for it by offering wages. 

In practice, labour is mobile only in so far as it is dependent on wage 
employment. It is very hard to get labour in a community where 
everybody has all the land he needs to satisfy his requirements. Hence 
one of the conditions of economic growth is the creation of a landless 
class. This may be done by depriving the farmers of land, as was to 
some extent the effect of the enclosure movement in Britain; or it may 
result from overpopulation. It is not a phenomenon confined to 
capitalism. Any system which is based on large scale organization, 
and which provides for change, must depend on a wage earning class, 
or economic growth would be impossible. In any case a high income 
per head and a population of which the majority are wedded to the 
soil are not compatible with each other on the side of the demand for 
labour, no less than on the side of supply. For a high income per head 
is associated with spending only a small proportion of income on 
food; or to put it differently, is associated with only a small propor¬ 
tion of the population being required on the land. In an efficient 
country like the U.S.A. the whole population can be fed if one-sixth 
of the population engages in agriculture. Even if a country makes its 
living by exporting agricultural products in exchange for manu¬ 
factures, it will, at currently high standards of efficiency, require not 
more than one-third of its people in agriculture. Protest against the 
separation of the people from the soil has been a fruitful source bo 
of political agitation and also of nostalgic poetic sentiments, but to 
the economic eye a community which needs to have the majority o 
its people working on the land is merely demonstrating its inefficiency. 
It must, however, be remembered that much of the protest against the 
separation of people from the land has been against compulsory pro¬ 
letarianization. If Africans are driven out of their reserves by high 
taxation to make them work in mines, there may be an enormous 
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increase in output, by any means of measuring output; and yet the 
majority of the people may be much worse off, their lands uncultiva¬ 
ted, their wives and children left lonely and hungry for most of the 
year, and their tribal organization, with its ethical code, seriously 
disturbed. As we emphasize in the Appendix, growth of output is not 
synonymous with growth of happiness or with welfare. Fortunately 
they are also not always antagonistic. 

Access to labour is restricted not only by widespread ownership of 
land but also by institutions which tie people to particular occupa¬ 
tions or employers, such as slavery, serfdom, caste, racial prejudice, 
or religious discrimination; and by institutions which deprive the 
individual of the incentive to seek remunerative employment, such 
as the extended family system, or generous social security provisions. 
All such institutions reduce the mobility of labour, and make it less 
easy for new firms or new industries to establish themselves and to 
grow. This is why the promoters of new industries whether they be 
governments or private persons, are usually hostile to such institu¬ 
tions. The serfs’ best friend is always the employer, in a new industry 
who cannot get the labour he wants: the status of Negroes in the 
Union of South Africa or in the southern states of the U.S.A. would 
be raised faster by a rapid growth of factory industries in those places 
than it could be raised by any other means. And this also is one of the 
reasons why there are always powerful classes opposed to economic 
growth, since it threatens to cut off the branch on which they sit. 

In the early days of capitalism access to labour was not regulated 
by the state; employers and workmen were free to contract on any 
erms they pleased, short of slavery or its imitations. In these days 
however, the contract to work is ringed with restrictions. The state 
iorDids certain contracts, such as the employment of children, or the 
employment of women in mines. In some countries it stipulates 

T? a nr^ T rs ’ °l minimum wa g es - ma y regulate apprenticeship. 
It protects the rights of trade unions; and so on. Some of its pro- 
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The competition of new ideas—new products, new methods of 
production or distribution, new styles, new sources of supply— 
damages those whose fortunes are tied up with the old, and whose 
resources are ‘immobile’, in the sense that they cannot easily be 
adapted to the new ideas, or that they cannot be moved into some 
other occupation or trade without loss. Most resources are immobile 
in this sense. Labour is immobile as soon as it acquires a special 
skill; it may remain mobile between several industries while losing 
mobility as between occupations. So also land and reproducible 
capital are immobile in greater or less degree. Hence all men have 
some interest in restricting competition; our ‘instinct* to compete 
with others has a counterpart ‘instinct’ to prevent others from com¬ 
peting with us. In the world of labour this reveals itself in the restric¬ 
tive practices enforced by group sanctions—in the restrictive appren¬ 
ticeship regulations of trade unions and professional associations; 
in resistance to ‘dilution’ and insistence on passing prescribed tests, 
which are sometimes necessary in the public interest, and sometimes 
not; in making it expensive to acquire skills; in rigid demarcations 
of jobs, as in the building trade, or in the line drawn between dentists 
and dental mechanics; and even, in some circumstances, in actual 
destruction of machinery and in murder or intimidation of rivals. 
Similarly, in the world of business, there are the market sharing 
arrangements, the price agreements, the amalgamations, the ex¬ 
clusive licences, and all the other tricks designed to reduce the 
market to ‘order’. 

Now though it is true that economic growth, by causing change, 
stimulates resistance to competition, it is probably nevertheless also 
true that competition is more acceptable in communities the more 
rapidly they are expanding. This is partly because loss is more easily 
avoided in expanding than in stagnant societies. If a person over¬ 
invests in an industry he will have to endure loss for some time, but, 
if there is a secular growth of income, demand will catch up with 
supply, and the period of loss will be the shorter the more rapid y 
income grows. Again, if a person becomes unemployed in one indus¬ 
try because of technological change, he will gain employment else¬ 
where the more easily if a general expansion of the economy is taking 
place all the time. So, while growth shakes people up more, and re¬ 
duces the chance of staying in one place, it also at the same time 
creates so many new opportunities all the time that it seems less 
necessary to rely on monopolistic protections in growing than in 
relatively stable societies. Moreover, in societies where economic 
growth is taking place, the harm done by monopolies is more obvious, 
and there is greater resistance to them. Hence the public at large is 
more favourable to the idea of competition, and towards deliberate 
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efforts by the state to protect competition, if the community is 
where economic growth is rapid, than if there is relative stagna¬ 
tion. 


The harm done by monopolies is more obvious in the sphere of 
economic growth than it is in other economic spheres. Most of the 
economists’ writing on monopoly is about an abstruse topic the 
significance of which does not intrude itself obviously upon the public 
at large; for the economists* literature is concerned mainly with the 
effect of monopoly upon ‘general welfare’ by frustrating the ‘mar¬ 
ginal’ proportionalities which ‘ought* to determine the allocation of 
resources. The general public understands better, and is more in¬ 
terested in, the effect of monopoly on the distribution of income, a 
subject which it is not easy to separate from personal preferences for 
the individuals who suffer from monopoly, as compared with those 
who gain. Hence, if monopoly has to be discussed without reference 
to economic growth, the discussion is either abstruse and without 


meaning for the general public, or else it is real but incapable of 
solution except in terms of preferences for one group of people rather 
than another. Thus, according to personal inclinations, some people 
are for workers* monopolies, but against business men’s monopolies; 
for retail traders’ monopolies, but against manufacturers’ mono¬ 
polies; for fanners’ monopolies, but against industrialists' monopo¬ 
lies; for booksellers’ monopolies, but against doctors’ monopolies; 
and so on. If the public has an attitude towards monopoly, it is 
probably merely that it is for good monopolies and against bad ones. 
The nearest translation of this seems to be that it favours monopolies 
of the weak, and not of the strong; though this is not always con¬ 
sistent with the rival translation which makes the public also favour 
monopolies of the efficient but not of the inefficient. 

On the other hand, however diverse may be the attitudes to mono¬ 
poly and its effect on the distribution of income, most people in a 
society which is used to economic growth would agree that monopolies 
are good in so far as they promote growth, and are bad in so far as 
mey restrict growth. The reason for this is that the prospects opened 
up by growth are generally believed by most people who are accus- 

?°^ h to be more important than the prospects opened up 
y redistributing national income. If income per head is growing by 
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This is not to say that monopoly is necessarily considered to be 
incompatible with economic growth. On the contrary, from the 
Mercantilist writers onwards, the most cogent supporters of mono¬ 
poly have been those who have argued for it on the ground of its 
necessary part in economic expansion. Their argument has also been 
the more cogent because of its deliberate limitations. Their case for 
monopoly is twofold. First, that it is necessary to the efficient 
functioning of certain large scale operations. And secondly that it is 
necessary in some early stages of development. 

If an industry is such that average costs of operation fall as output 
increases, up to the limits of what the market will absorb, because of 
economies internal to the firm, then it is cheaper to have one firm than 
several. This is not always a decisive argument for monopoly. For on 
the other side, we must take into account the fact that the existence of 
monopoly frequently stifles initiative and enterprise. So if the 
economies of scale are not substantial, it may well be cheaper in 
the long run to insist on competition, where competition is feasible, 
than to purchase temporary economy at the cost of ultimate stagna¬ 
tion behind the protection of monopoly. Balancing the pros and cons 
is a matter of judgement in each case. 

If there are substantial economies of scale, monopoly will often be 
created by the competitive process. For the bigger firms will be able to 
drive the smaller out of the market, except in so far as the smaller 
specialize in types of the commodity or types of service for which 
there is a limited market. There are, however, cases where it is 
cheaper to have only one firm right from the start, as in planning the 
distribution of gas or electricity or water. There are also cases where 
the competitive process is brought to an end not by the emergence of a 
single large firm, but by agreement between two or more firms to 
cease competing with each other. Such agreements sometimes result 
in lower costs of production or distribution, but this is seldom either 
their main purpose or their main effect; their main purpose and effect 
being merely by raising prices, to redistribute income from consumers 
towards producers. These agreements do reduce costs in some cases, 
most notably when they result in standardization or in simplification. 
For sometimes in the absence of such agreements a firm will manu¬ 
facture its commodity in a wide range of sizes or styles to ensure its 
standing in the market. The agreement may provide for each firm 
to specialize on a narrow range of styles, thus reducing costs of pro¬ 
duction; it may even also achieve a reduction in the total number of 
styles offered on the market; and it may sometimes, by sharing the 
market geographically, also reduce costs of marketing and of 
transportation. Agreements which aim at reducing costs and prices 
are the exception rather than the rule, but they do exist. 
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Another aspect of the advantages of large size is found in the 
argument that monopolies are essential to growth because only 
monopolies can afford to spend the large sums needed for research 
and development in these days. This argument has various strands, 
which have to be separated. In the first place, it is not true that all 
innovations require large expenditures. There is still a good deal of 
old-style application of ingenuity and adaptation by persons using 
quite small resources, and still a good deal of innovation by small 
firms. The costly discoveries are those which depend upon team work 
by highly trained chemists or physicists, and have therefore been most 
obvious in the chemical and the electrical engineering industries 
borne other industries, such as steel manufacture, also have scope for 
the highly trained team, but in most other industries a mechanical 
Hair and an ingenious and fertile mind are still the best equipment 
K>r invention. In the second place, monopoly is not the same as size. 

e cartel or market sharing type of monopolistic arrangement does 
not rest on the size of the individual firm, and seldom provides for 
joint research activity. It would therefore be more accurate to argue 
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by the laboratory of the large firm. But it is also true that when the 
development stage is reached, the advantage may be with the firm 
which can put out large sums in carrying the innovation to the stage 
of commercial exploitation. The ability to finance expensive innova¬ 
tions is one of the undeniable advantages of the large firm, as is the 
ability to enjoy large scale economies of production. Sometimes these 
advantages result in monopoly, and sometimes they could not be 
enjoyed without first creating monopoly conditions. It is occasionally 
true in some industries that monopoly promotes growth, in the sense 
that size promotes growth, and that size and monopoly are related. 
But we must not exaggerate this into a general rule for all industries 
and situations. 

Apart from these questions of economies of scale, it may be 
desirable to protect a new industry in the early stages of its develop¬ 
ment, provided that the protection is removed within a reasonably 
short period of years. This position first received legislative support 
in the Statute of Monopolies of 1624. In this statute, after two 
generations of heated controversy, it was enacted that the state could 
accord protection to new inventions, but that this protection must 
cease after a fixed period of years. This is the origin of our patent 
system. A new invention did not mean in those days only what it 
means today; it covered also new industries introduced to the country 
from other countries, however old and well established the techniques 
of the industry might be in other places. Hence the statute implicitly 
recognized what we now call the ‘infant industries’ argument, as well 
as the arguments which feature in current expositions of the patent 
controversy. 

Despite centuries of disputation, nobody has improved upon the 
position the legislators took in 1624. Some new ideas need protection 
because of the cost of making them commercially profitable. This 
may be the cost of research, or of development; the cost of training 
workers; or the cost of familiarizing the public with a new com¬ 
modity. And so governments have always been willing to grant 
protection to new industries, whether in the form of tariffs, of licences, 
of subsidies, or of patents. In some circumstances it is possible to 
examine each claim on its merits, and to adjust the type and duration 
of protection accordingly, as is being done at present in some under¬ 
developed countries which are giving encouragement to new manu¬ 
facturing industries. In other circumstances, and especially in dealing 
with the new ideas which claim patent protection in industrial 
countries, individual treatment is out of the question; the law 
specifies the same number of years of protection for all cases, and 
leaves it to interested parties to determine in the courts what is and is 
not new. There is much to argue about in the details of patent legisla- 
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tion—how many years’ protection should be given, who should be 

protected, from what date the protection should run, and so on_but 

the basic principle, that some new ideas require limited monopolistic 
protection if they are to be developed at all, is generally accepted. 

It is also generally agreed that protection must be limited in time or 
it will damage growth. This is based on the belief that men are more 
likely to make and utilize new discoveries if they are under pressure 
to do so than if they are not. It is also based on the belief that new 

firms are more likely to introduce revolutionary ideas than old firms_ 

partly because old firms find it hard to keep vigorous, and partly 
because old firms are committed, both materially and intellectually to 
old techniques, and are not so likely to step out in quite new direc¬ 
tions which might destroy their existing capital. These beliefs like 
most generalizations about human behaviour, are clearly subject to 
exceptions. Some monopolists are most vigorous in introducing in- 
ovations and some old firms do succeed in keeping remarkably 
young. All the same, a good proportion of innovation is done by new 

t0 ™ rket ’ and another good proportion of what 
the old firms do results from fear of losing in the competitive race It 
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fairly quickly under the domination of a few trusts. The successful 
entrepreneurs tend also not only to dominate the industries in which 
they start, but also to spread their interests out from one branch of 
industry to another, partly because this may be less risky than having 
all one's eggs in one basket, and partly because each enterprise can 
help the other, either as a supplier or as a customer. Thus in the early 
stages of economic development it is not unusual to find close owner¬ 
ship links developing between the various sectors of the economy— 
between banking, insurance, commerce, transport, hotels, news¬ 
papers, manufacturing and so on. Doubtless this was the reason why 
Karl Marx, basing himself on earlier writers and upon his own ob¬ 
servations of early nineteenth century capitalism, was convinced that 
the development of capitalism must be associated with increasing 
monopolization. The events have not borne out this prophecy (see 
Chapter V, section 3(d )). With the development of the economy there 
is also an increase in the supply of entrepreneurship, and in its 
average level of experience. The risk of investment also declines, 
since more knowledge about the economy accumulates, and since 
also the problems of the new industries become more generally 
familiar. It is then not so easy for a few clever minds to dominate the 
economic scene, and monopoly positions are harder to create and to 
maintain. In other words, there is an ‘infant economy’ argument for 
monopoly parallel to the ‘infant industry’ argument, but, like the 
latter, it is an argument of temporary significance only, and is subject 
to the same limitation that a prolongation of the monopoly may re¬ 
duce the economy’s vitality. 

Finally, we should note an argument for monopoly which is based 
upon the high levels of savings and of profits required by a develo¬ 
ping economy. According to this argument, it is desirable that a large 
share of the national income pass into the pockets of those who will 
save and invest, rather than of those who will spend it upon con¬ 
sumption. The argument is not, of course, meant to be taken to 
extremes; consumption is the reward for production, and is a spur to 
further effort; the point at issue is only one of degree. There has been 
much disputation about the effects on economic growth of the 
division of the national income between saving and consumption, 
springing from the proposition that if consumption is too large 
investment will be too small, whereas if consumption is too small 
investment will be discouraged; but there seems no reason to doubt 
that in the early stages of economic development, at least, very high 
rates of investment can be maintained for several decades without 
exhausting investment opportunities. Given that growth is not 
incompatible with a high level of savings, the next stage of the 
question is how far large profits are necessary in order to have large 
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savings. It is true that the non-capitalist classes tend to save very 
little, but it is not necessary for saving to depend entirely upon 
individual effort. It is feasible for the government also to act as saver, 
imposing taxes upon the public, which are used either for capital 
formation in public utilities, or else for lending to private producers. 
However, if the government cannot or will not be a productive saver, 
it is certainly true that a developing economy needs large profits if it 
is to have an adequate level of savings. Even so, the level of profits 
does not necessarily depend upon monopoly; monopoly may deter¬ 
mine the distribution of profits as between one capitalist and another, 
rather than the share of profits as a whole in the economy. This was 
the opinion of most of the classical economists. In the early stages of 

are usually large reserves of labour 
available for employment at a subsistence level of wages; it is only in 
economies where labour is scarce that the level of real wages 
depends upon competition. It is therefore possible to argue simul- 
taneously in favour of profits being large in the interest of economic 
growth, while resisting monopolistic practices on the ground that thev 
discourage innovation. (See Chapter V, sections 2(b) and 3(d) for 
further discussion of these issues.) 

In sum, it is clear that the relationship between monopoly and eco- 
nonuc growth does not lend itself to simple conclusions. We may 

fo he P h f r , ha - m ° n ° POl , y iS m ° re iike, y t0 eme rge, and more likely 

lmw.h A P t ( u m he earl ' er than in the later stages of economic 
growth. At the same time, monopoly is dangerous at any stage 

because of the cloak which it can throw over inefficiency, and because 

of the power with which it can resist or suppress innovation. Hence 

hatever temporary advantages monopoly may have it is a sound 

T^TZir every where ,0 distrust monopoly ’ and * 


4. SOME CASES 

(a) Religion 

ri J? e have made several references to religion in this and the nre 
ceding chapters; it may be helpful to draw them together in a brLf' 
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We have already discussed at some length the attitudes and in¬ 
stitutions which favour growth, and need now only enumerate the 
main points. As we do this it will become clear that every one of them 
runs counter to the doctrines of one religion or another, though of 
course some religions are involved more comprehensively than others. 
First, growth requires that people should be willing to give their 
minds to ways of increasing productivity, whether because they desire 
goods, or because they would value additional leisure. The desire for 
goods may be due either to taking pleasure in the enjoyment of 
material things, or to the desire for the social prestige and power 
which go with wealth; and, correspondingly, growth is more rapid 
in those societies where wealth is an easy road to high social standing. 
Some religions do teach that salvation can be reached through the 
discipline of hard and conscientious work, and do elevate the pursuit 
of efficiency into a moral virtue. Some forms of Christianity also lay 
emphasis upon the virtues of thrift, and of productive investment. 
But most religions also teach that it is better to give the mind to 
spiritual contemplation than to the ceaseless search for ways of in¬ 
creasing income or reducing cost; and practically all religions dis¬ 
courage the desire for material things. 

Next, economic growth demands a willingness to experiment. 
This is the main way that technology improves, and is also the way 
that changes are made in social relations and in social attitudes. 
Willingness to experiment is associated in its turn with a desire to 
discover the causes of things, and therefore with a belief in rationality. 
As has been pointed out, mediaeval Christian theologians made much 
of the doctrine that God Himself is rational, and thus helped in lay¬ 
ing the foundations for the revival of scientific enquiry in Western 
Europe. Very few religions share this attitude to the nature of the 
universe. 

Willingness to experiment involves also one’s attitude to the 
sacredness of the universe. So long as it is sacrilegious to dissect the 
human body, medicine makes little progress. If animal life is sacred, 
man may have a hard time competing for existence with the cow, 
predatory monkeys, rabbits and squirrels, the snake, the insects and 
the microbes. Similarly, certain religious attitudes are opposed to 
deliberate family limitation and may result in overpopulation, 
famine and poverty. Much technological progress springs from an 
attitude that everything in this world is here for the convenience of 
man, and can be altered by man in his own interest. This is quite 
compatible with those religions which put man into the centre of the 
universe, but it is not compatible with religions in which man is 
merely one manifestation of the spirit of God and a minor mani¬ 
festation, at that. 
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Economic growth also involves the growth of impersonal economic 
relationships, in which people do business with other people irres¬ 
pective of kinship, nationality, or creed. The attitude of a religion to 
strangers is therefore very important. If the religion encourages people 
to treat strangers fairly—to give honest service, to keep contracts 
faithfully, and so on—it will facilitate trade and specialization. 
Whereas if the religion is exclusive, encourages hatred of unbelievers, 
and divides people instead of bringing them together, it diminishes 
economic opportunities. 


When we come to social institutions, the role of religion is almost 
always restrictive. This is because religion almost always puts the 
virtues of obedience, duty and obligation above all others, and 
especially above the virtue of justice, which sometimes conflicts 
with the others—and which is any case mainly a matter for the 
secular power. Hence religion leans heavily on the side of the status 
quo, in family relations, or in political or religious obligation. Now 
as we have seen, economic growth flourishes best if the social in¬ 
stitutions are such that men think that they are getting the fruit of 
their effort (and are not being exploited); if trade and specialization 
are possible (and economic relations are on an impersonal basis); and 
i there is freedom to manoeuvre economically (including vertical 
social mobility). None of these requirements is inconsistent with 
rebgious doctrines. Nevertheless, the tendency of religion to favour 
the status quo in social relations makes it usually an obstacle to change 
in any direction—whether leftwards or rightwards. Religion favours 

“* ltb f 8 r n0r decay> but social stability. If the society is based 
on slavery, religion teaches the slaves to be obedient; but equally if 

the society is used to a high level of vertical mobility, the priests will 

Si ° e f r ef :° nt in denouncin 2 attem P‘ s restrict oppoSy 
This generalization must not be pushed too far. Nearly even' religion 

“ The?r P - h fl S ’ Wh ° fr T time t0 time arise and denounced sEtus 

ofthJhiP ? Uenc * tendS t0 be restricted - in comparison with that 

andwitlfthe^’ , Wh ° arC U f suaUy wel1 in Iea S ue with the secular power 

tradition h " aCy ° f ,he day; but the exis ‘ence of the prophetic 
radition cannot be ignored, and is sometimes decisive. It would also 

be a mistake to think of the authoritarian aspect of reTeion ex 

clusively as hindering change, for it has also animportant function 

•——“.ssss: assess 
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This discussion so far has focused on antagonisms between re¬ 
ligion and economic growth. The antagonism of religion and change 
however, comes into focus only if we concentrate upon the religious 
views of those who are resisting change. If on the contrary we think 
of the religion of the people initiating change, religion sometimes 
appears instead as a strongly innovating force. In the first place 
religious leaders are not opposed to every kind of change. It is 
possible sometimes to enlist their support for innovations which do 
not conflict with their religious principles—for new seeds, or artificial 

fertilizers, or community development, or co-operative societies_ 

and then the fact that the innovation has religious support may help 
it to be adopted all the faster. Religion may appear also as an 
innovating force even if the old religious leaders oppose the innova¬ 
tion. For the innovators have frequently a new religion of their own, 
or a new version of an old religion, in which they find guidance, 
inspiration, or codes of conduct which distinguish them from the rest 
of the community, and which are linked in their own minds with the 
innovations they are introducing. Periods of rapid social change are 
often associated with religious ferment—whether we think of the rise 
of capitalism in Europe or of contemporary events in Africa—and if 
we are assessing the role of religion we must take account of the 
reforming zeal of the new religion just as much as of the resistance 
offered by the old. 

Attention is also often drawn to the prominent role played by 
certain religious minorities in the development of the countries in 
which they live, e.g. the Jews, the Huguenots, the Quakers, or the 
Parsees. Several strands account for this. Members of a religious 
minority may have a peculiar biological toughness, mental or 
physical, because the troubles they have had to put up with have 
weeded out the weaker brethren. Those who are left are keen, alert, 
schooled in a tradition of industry and self-discipline and well 
versed in the tricks of self-preservation. They also tend to help each 
other; and though this would bring ruin to all if the group were below 
average in success, it brings advancement to all if the group has good 
fortune or ability above the average. The influence of biology 
in all this is doubtful, but not the influence of tradition. The religious 
minority may also be denied political advancement, or entry into 
some of the higher social professions (military, administration, 
science, etc.), and may thus have no better outlet for its energies than 
success in business. Again the religious taboos of the majority may 
prohibit members of the majority from pursuing certain activities 
(trade, moneylending) or from handling certain substances or crea¬ 
tures (compost, leather, pigs), or otherwise from exploiting profitable 
opportunities, and if the minority has different prejudices it may be 
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able to thrive on the opportunities from which the majority exclude 
themselves. It is not necessary that the religious precepts of the 
minority be more favourable to economic growth than those of the 
majority, at the time when the minority comes into existence, for 
time itself will effect the difference. As the minority adjusts itself to 
survival, its religious precepts will also change. 

On the other hand, it is certainly not the case that all religious 
minorities thrive economically. For there are just as many religious 
minorities which, on the contrary, fall behind the majority in 
economic achievement, e.g. the Roman Catholics in Canada, or the 
Moslems in India. A religious minority turns to and shines in eco¬ 
nomic affairs only in those cases where the majority is more interested 
in other matters. But in those cases where the majority is materialis¬ 
tically inclined, the religious minority is just as likely to turn away 
from economic affairs, and in striving to keep its own way of life as 
distinct as possible, it may cultivate instead the professions or the 

arts, or may deliberately adopt precepts which are hostile to economic 
advancement. 


This serves also to emphasize the fact that the phenomenon we 
are discussing is not essentially religious: it applies to minorities, 
whatever it may be that binds them together. Religion is usually 
much in evidence in these cases because religion is an important 
factor in binding minorities together. But the essential factor in the 
situation is that minorities, whether religious or not, tend to excel not 

m the matters which the majority choose to cultivate but in those to 
which they attach less importance. 

We may therefore sum up the answers to the first question by say¬ 
ing that some religious codes are more compatible with economic 
growth than others. If a religion lays stress upon material values 
upon work, upon thrift and productive investment, upon honesty 
in commercial relations, upon experimentation and risk bearing, and 
upon equality of opportunity, it will be helpful to growth, whereas in 
so far as it is hostile to these things, it tends to inhibit growth. Of 
course, the code may not be fully effective; people do not always act 
in accordance with the religion they profess. Priests are expected to 
be more strict in their behaviour, and, as was pointed out in the 
previous chapter, it has been suggested that religions which persuade 
a large proportjon 0 f the people to retire into religious orders (e.g 
iibet) impose a check on growth, whether by deflecting from eco- 
nomic pursuits too many of the more thoughtful people, or by 

are U n^ g t£ ther i° UtpUt t0 ° much ( assumin g that the religious orders 
e™* hemSClVeS , e ° g ? ged in agriculture, manufacture and other 
economic pursuits). Priests apart, people tend to ignore religious 

P ecepts which conflict with economic interests. However, religious 
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teaching is often strong enough to prevent people from doing what it 
would clearly be in their interest to do—e.g. from killing sacred cows 
or removing sanctified oppressors. 

This brings us to the second question: does religion have an 
independent effect in shaping economic behaviour, or does religion 
merely reflect economic conditions? It is obvious that religious 
beliefs change as economic and social conditions change. Religious 
doctrines are continuously being re-interpreted, and adjusted to new 
situations. Hence some people go so far as to argue that religion is 
neither a hindrance nor a help to change. If the religious doctrines of 
the day are incompatible with certain changes, this is merely because 
the underlying economic and social conditions are not yet ready for 
such changes. When these conditions are ready, the change will be 
effected, and the religious teachings will be adapted to support the 
new status quo. According to this approach, almost any religion can 
adapt itself to almost any political or economic revolution. For there 
will always be among its priests some who are willing to re-interpret its 
doctrines, whether from conviction, or from frustration, or from am¬ 
bition. These priests come into power after the revolution, remove 
their opponents from office, and swing the church into line. Or, in 
less extreme cases the dogma is modified either because the priests see 
that the people increasingly ignore it, or because they see for them¬ 
selves its irrelevance to changing circumstances. 

This seems too simple a view. In the first place, even if it were true 
that religious doctrines always gave way to economic interests, it 
would still not follow that they do not restrict change, for they might 
both slow down the rate of change, and also distort its effects. It may 
be that the doctrines will change in the end, but in the meantime they 
can hold up change for many decades, or even centuries. After all, 
social change results mainly from what people do, and this in turn is 
mainly the result of what they believe. Religion permeates our beliefs 
because religious instruction (whether formal or informal) begins 
while we are still on our mothers* knees. What we learn late in life for 
ourselves we can often unlearn by argument or demonstration, but 
what we have absorbed in childhood is much harder to cast out. Even 
if religion could not prevent change altogether, it could certainly 
reduce its rate and its effects. 

More fundamentally we cannot accept the conclusion that it is 
always economic change which causes religious change, and never 
religious change that causes economic or social change. It is not true 
that if economic interest and religious doctrines conflict, the 
economic interest will always win. The Hindu cow has remained 
sacred for centuries, although this is plainly contrary to economic 
interests. Or, to take another example, the failure of Spain to seize 
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and exploit the economic opportunities presented by the discovery of 
the New World cannot be explained satisfactorily without taking into 
account religious beliefs and attitudes which hindered Spain in her 
competition with other countries. It is possible for a nation to stifle 
its economic growth by adopting passionately and intolerantly 
religious doctrines of a kind which are incompatible with growth. Or 
it is possible, alternatively, for conversion to a new faith to be the 
spark which sets off economic growth. 


(b) Slavery 

The institution of slavery merits special consideration because it has 
existed through so much of human history. It has some obvious dis¬ 
advantages, from the point of view of economic growth, but has 
nevertheless often been the basis of great prosperity. We can now 
examine this institution in the light of the principles which we have 
discussed in the preceding sections of this chapter. 

Beginning with the counts against slavery, let us take the question 
of incentives. Slaves are notoriously inefficient and unwilling. A 
horse, if it is well treated and well cared for, will gladly give all the 
effort which a well loved master demands. Some slaves are like 
horses in this respect, but most are not. The difference arises in their 
humanity; their sense of justice revolts against a system which uses 
their labour to enrich others; and their sense of freedom chafes 
against restraint. Even if the majority of the slaves would rest content, 
there is always a minority who feel their humanity strongly, and who 
communicate these feelings to the others. If the slave is in close 
personal contact with a master, personal ties may smooth the 
relationship; but if slaves are employed in large scale enterprises, 
where they see much of each other, and little of the master, it is 
certain that they will resent their condition, and will react by doing 
as little as they can. There ensues a trial of strength between the 
masters and the slaves, in which each side probes to discover how far 
it can go. Out of this may come an ‘equilibrium’, in which it is 
tacitly agreed what are to be the ‘traditional’ rights and duties of each 
party. The slaves then do as little as they can, without incurring 
punishment, within the limits of this tradition, and no more. 

In some systems all that the slave produces belongs to his master 
whereas m other systems either law or custom allows the slave some 
tree time and property which he may use on his own account. In 
the latter case the slave usually works much more diligently and 
ettectively on his own account than he does when working in the 
master s time. Some masters, observing this, may restrict the slave’s 

that 11,6 slave is exhausted b y it. and unable to 
fulfil his duties. Others find it pays them to convert their right to 
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labour into a percentage of the slave’s produce, so that slavery may 

shade, imperceptibly, into a system of metayage. Certainly slaves work 

more effectively if they have merely to pay a percentage to their 

masters than they do if all that they produce is on the master’s 
account. 

Secondly, slavery affects not only the slaves, but also the mentality 
of the slave-owners themselves. For the slave-owners are most likely 
to acquire an attitude towards work which is damaging to growth. 
Work is held in contempt, being fit only for slaves. Even the manage¬ 
ment of slaves is handed over to hired managers. The slave-owners, 
men and women, give themselves over to idleness, or to activities, 
however noble, which are not connected with making a living. They 
migrate from their estates to live in fashionable cities, and so on. 
They therefore lose the capacity to seek out new economic opportu¬ 
nities and to benefit from them; or even the capacity to adjust to 
changing conditions, so as to avoid disaster. The founders of the 
slave economy may have been men of vigour, who created a structure 
which produced great wealth in the conditions of their time; but their 
grandchildren are very different, and, as conditions change, the 
economy steadily decays. 

The slave economy suffers also from lack of vertical mobility, and 
this is particularly damaging because of the effect which slavery has on 
reducing the will to work of the aristocracy. In a free economy the 
leading classes, in government, or business, or intellectual life, are 
constantly refreshing themselves by recruiting into their ranks clever 
people born in the lower classes. The slave economy deprives itself 
of this advantage unless it encourages manumission. Some slave 
societies do make it easy for slaves to buy their freedom, or encourage 
slave-owners to grant freedom; while others, especially if the supply 
of slaves is running short, are hostile to manumission. Slave societies 
differ also in the extent to which descent from slavery is a handicap 
to freedmen or to their descendants. If the slaves differ in race from 
their masters, it is difficult for their descendants, even after many 
generations, to be accepted at the highest social levels. The impor¬ 
tance of vertical mobility depends on how numerous the slave¬ 
owners are, relatively to the number of leadership positions to be 
filled. For, if they are sufficiently numerous, they will provide their 
own layer of classes, with adequate mobility to keep the topmost 
classes vigorous, though of course the community as a whole will 
progress less rapidly if it is failing to make the best use of the talents 
of the great numbers kept in slavery. 

Next, if slave labour is abundantly available, there is no incentive 
to invent or to use labour saving methods, and so we do not get 
economic growth, defined as growth of output per unit of work, 
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though of course total output will expand if more work is done. Thus 
it has been suggested that Greek science in its later phases invented 
toys rather than useful machines, and that this was because the 
existence of slavery removed the incentive to use machines. Both 
suggestions have been disputed. In any case, this line of reasoning 
does not work in a slave economy run on commercial lines, as were 
the plantations of the New World. For in those circumstances it pays 
just as much to economize slave labour as to economize any other 
cost of production. The incentive to adopt labour saving methods 
exists in slavery so long as one can sell the extra produce that results, 
or can consume it oneself, or can sell the slaves whose services are no 
longer required. These conditions are not fulfilled in economies where 
the slave-owners already have all the slaves they need for their 
purposes, or are not operating slavery on strictly commercial lines. 
The existence of domestic, as distinct from commercial slavery, 
probably discourages invention. In such societies the slaves, if they 
were free, might invent or adopt new techniques to ease their labour 
or increase their surplus; the difference, in slavery, is that new 
techniques are not adopted merely because they ease the labour or 
improve the lot of the worker. 


Again, a slave society is less flexible than a free society, and is there¬ 
fore less able to meet changing circumstances. For example a change 
in circumstances may make it necessary for a community to alter its 
way of earning a living; the demand for its major export may have 
altered, or the supply may be affected by the sudden onset of some 
new plant disease, so that new industries must be started, a new 
structure of production and distribution evolved, and new skills 
learnt. At first glance it may seem that the slave economy should be 
more flexible than the free, since the slave-owners have the legal 
power to effect large changes by command. The power of the slave¬ 
owners, however, is in fact restricted by the traditions which have 
grown up to regulate their relations with the slaves. For example 
the tradition may stipulate that a house slave cannot be sent to work 
m the fields, or that a slave trained as a carpenter must not be asked 
to work in a quarry. Precisely because slavery does not rest on con¬ 
tract it comes to rest instead on concepts involving what is fair as 

a !!f r and SlaVe; U is a status econom y> and is accordingly 
fl,viK m b e ha !! an economy based on terminable contracts. Again, 
flexibility is reduced by the ties between master and slave. In a 

changing economy different enterprises are affected differently 
some should contract, and others expand. If there are good slave 

from thnf 1S l ?°, SSlble for the ending enterprises to buy slaves 

w- W u Ch are contractin S. but tWs process is hindered by the 
personal ties between the slaves and their masters, and also by the 
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fact that since the ownership of slaves carries social and political 
pr est ige and privilege, masters are reluctant to part with their slaves. 
The difference in flexibility is only a difference of degree. All econo¬ 
mies are inflexible, and slow to react to changing conditions. There 
seems however some ground for thinking that a free economy will 
react more quickly than a slave economy, and if this is so the slave 

economy is less likely to survive and to grow, if conditions are chang¬ 
ing all the time. 

On the other hand, to say that slavery is inefficient is not to deny 
that it may be the only way of developing certain industries in par¬ 
ticular places. What we are comparing is the work of free men and of 
slaves in the same place at the same time. The comparison is not, 
however, valid if slaves can be made available at that place while 
free men cannot. The huge sugar industry of the West Indies could 
not have been developed in the seventeenth and eighteenth centuries 
without slavery, since free men were not available. And even if free 
men are available, in the sense that they exist in the country, they may 
not be available, in the sense of being willing to work in sufficient 
numbers in the proposed industry, at the wages proposed—par¬ 
ticularly if they have all the land they want, and get from it a standard 
of living which they consider to be sufficient. Slavery is essentially 
appropriate to conditions of labour scarcity; if labour is plentiful in 
relation to resources, it is usually cheaper to hire free and willing 
labour for wages. And even where the scarcity of free labour makes 
slavery profitable, some types of production are much more appro¬ 
priate for slavery than others. Because slave labour is unwilling, it is 
appropriate only where it can be easily supervised. In agriculture, 
for example, it is appropriate only to those crops which have a 
relatively high labour requirement per acre, such that a single over¬ 
seer can keep his eye on a large number of slaves—to sugar, or 
cotton, or tobacco, or tea, but not to wheat or coffee or cattle 
ranching. This is also the reason why mines and factories and ships 
propelled by oars have been associated with slavery even in circum¬ 
stances where other occupations were left to free labour; the fact 
that large numbers of persons are concentrated in a small space 
facilitates supervision in these occupations. Another consequence of 
the unwillingness of slave labour is that it is inappropriate to 
occupations where the worker has to exercise a craft skill responsibly. 
Some domestic slaves, well treated by their masters, have been 
superb craftsmen. It will often be found that where slaves are 
practising a craft the master is careful to share the slave’s earnings 
with him on a proportionate basis, or even to allow the slave to keep 
everything earned over a stipulated sum, so that he shall have an 
economic incentive to work well at his craft. In general, because slave 
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labour is inefficient, it cannot compete with free labour except in 
conditions where free labour is scarce. 

To say that slavery is inefficient is also not to deny that a high level 
of civilization can be erected on this basis. The produce of the slaves 
can maintain a leisure class, which, as in Ancient Greece, may give 
itself to philosophy, to sculpture, and to the other liberal arts, and 
which may paradoxically pioneer in freeing the human spirit and the 
human mind. Slavery does not always have this effect; the planter 
civilization in the West Indies was universally despised, and though 
the culture of the Southern States was at a higher level, in general the 
riches produced by slavery in the New World were frittered away in 
luxurious idleness, without contributing to human progress. More¬ 
over, even where slavery is the basis of a vigorous civilization, the 
benefits of this civilization are narrowly restricted; the slavers benefit, 
but not the slaves. There are always those who argue that most men 
are better off if they are well cared for as slaves than they would be if 
left to their own ill-directed devices; just as some argue that the do¬ 
mestic horse is better off than the wild horse. We need not pursue the 
argument here, since our interest is not in the desirability of one way of 
life rather than another, but in the mechanism of economic growth. 

• It should be noted, finally, that a slave economy, however pros¬ 
perous it may be for a time, is usually threatened with decline be¬ 
cause a slave population usually does not replace itself. A slave 
economy prospers so long as a cheap source of slaves is available 
from outside, and it begins to decline as soon as this source is cut off. 
Slavery flourishes, therefore, so long as there are continuous wars or 
slave raids, in which large numbers are captured and sold into slavery. 
But the system declines when peace is established, or the slave trade 
abolished. This was alike the experience of Rome, whose slave 
economy began to decline as soon as peace was established on the 
frontiers, and also of Jamaica, whose decline began not with the 
abolition of slavery in 1834, but with the abolition of the slave trade 
nearly thirty years earlier. 

The cutting off of the stream of slaves must at once cause the slave 

population to decline. For, since more men are enslaved than women, 

even if the women had enough girl children to replace themselves 

(which they do not), the slave population must decline as the surplus 

men die off. Then after a generation a new equilibrium becomes 

possible based upon natural reproduction, with male and female 

numbers roughly equal, but even then the slave population does not 
reproduce itself. 

If we take a country which has had no immigration of slaves for 
such a long time that all its slaves were bom within the country, only 
about a third of the slave population will be available for work. This 
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is about the proportion which the West Indian sugar planters reported 
just before slavery was abolished there. The rest of the slaves are 
children and mothers looking after their children and their husbands; 
and there is also usually a large number claiming to be sick or other¬ 
wise taking advantage of loopholes which the system has for avoiding 
work. This low proportion should not occasion surprise when we 
remember that even in free societies, the ‘gainfully occupied’, as 

defined by the census, are usually only thirty-five to forty per cent of 
the population. 

Now, if the slaves were allowed to live together in families, they 
would have as much chance of replacing themselves as would a free 

since they might get better 
medical care, and would probably also work less. Slaves are not, 

however, usually allowed to live together in families, for this imposes 
upon the slave-owner the necessity of maintaining two ineffectives 
for every effective slave. Many slave-owners therefore keep only 
adult male slaves, who are not encouraged to marry. Women slaves 
are unpopular; they are not encouraged to have children, and if they 
do have children they are not allowed enough time to look after 
them. So the birth rate is low, and infant and child mortality are 
high; thus the slave population fails to reproduce itself. Naturally 
the big plantations fare better than the small ones, since it is easier 
to maintain a proper balance of men, women and children in a large 
establishment than in a small one. The smaller establishments there¬ 
fore die out before the larger ones, and, as in the later Roman 
Empire, inequality increases. But even the big establishments will die 
out unless they approach the problem of breeding new slaves from 
its commercial angle. 

Exactly the same fate would befall an economy based on the 
labour of horses if each owner of horses were expected to keep 
horses in the right balance of male and female, adult and child. This 
does not happen because in a horse economy it pays to specialize 
in breeding horses for sale. So also a slave economy maintains itself 
without immigration only if some slave-owners specialize in breeding 
slaves for sale. This system was adopted in the Southern United 
Slates after the abolition of the slave trade, but it is the least popular 
aspect of slavery, since it involves separating wives and husbands, 
and children and parents, and denying all the emotional attachments 
which we consider to be proper to sexual relations between human 
beings. Slave farms are not therefore usual in slave economies, or if 
they exist, are usually not numerous enough to cope with the 
problem of maintaining the supply of slaves. Accordingly, in most 
slave societies the economy is doomed as soon as the external supply 
of slaves is cut off. 
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In this respect serfdom is much superior to slavery, and this is no 
doubt oni* of the main reasons why slavery gives place to serfdom 
when the external source of slaves dries up. Serfs have the right to 
marry, and they live in this respect much as free men do. Serfs have 
also usually the right to some free time, and also to some land to 
cultivate on their own. Some serfs are also on a share-cropping or 
metayer basis. In the most advanced stage of serfdom, the serf is tied 
to the soil in the sense that he cannot move to some other place 
without the lord’s permission; but his obligation may be only to pay 
a fixed rent, and he has then every incentive to produce more than 
this on his own account. A society based on serfdom can last for 
centuries, but a society based on slavery must begin to decline as soon 
as its external source of slaves is extinguished. 


(c) The Family 

The family is such an important social institution that it is not 
surprising that it raises nearly all the problems we have already 
discussed. There are questions of incentive, of specialization, of 
vertical mobility and of access to resources. We shall begin by con¬ 
sidering the family so to speak horizontally, that is to say, the 
relationship between one branch and another, then we shall consider 
the status of women, and finally we shall come to the generations. We 
are leaving population problems for Chapter VI. 

In primitive society the. concept of the family is usually very wide. 
A man acknowledges ties not only with his parents and his wife and 
children, but also with a wide range of cousins, who may number as 
many as five hundred. Within this group varying degrees of com¬ 
munism may be practised; land may be jointly owned and operated; 

and all members of the family have recognized claims upon the 
family for subsistence. 


It seems to be the case that as a community grows more wealthy 
its family concept narrows. The extended family is essentially a means 
of social security, appropriate to a society living on a low subsistence 
level. At low levels, members of the family must rally round to help 
those in distress; and the wider the family circle, the more effective is 
is the insurance system. As the standard of income rises, however 
individuals are better able to save and to provide for themselves 
against misfortune. There is also greater difference in wealth and 
income between the various members of the family. Government is 
better organized, and is beginning to assume responsibility for help- 
mg the aged or the destitute. And social relations are founded more 
on the idea of contract than that of status, so that men in wealthier 

dk?«nt CS T,- m0re c Pr °? e t0 deny that ^ have moral obligations to 
stant relatives. So, in general, the more advanced the society is 
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materially, the smaller the number of persons whom the income 
earner will recognize as belonging to his family, in the sense of bene¬ 
fiting automatically from increases in his income, or even in the 
narrower sense of having some claim on his income if they fall 
destitute. Family claims are also easier to press in small communities, 
where everybody knows everybody else, and where therefore public 
opinion may force the richer to help the poorer members of the 
family. Whereas in the largest communities, where men do not know 
their next door neighbour, one can ignore one’s family and live with¬ 
out caring what their friends think about it. This also is related to the 
average income of the society, since the size of towns and villages is 
related to the wealth of the country. 

The extended family system has tremendous advantages in societies 
living at a subsistence level, but it seems not to be appropriate to 
societies where economic growth is occurring. In such societies it is 
almost certainly a drag on effort. For growth depends on initiative, 
and initiative is likely to be stifled if the individual who makes the 
effort is required to share the reward with many others whose claims 
he does not recognize. Where the extended family exists, any member 
of the family whose income increases may be besieged by corres¬ 
pondingly increased demands for support from a large number of 
distant relations. This is at any time a deterrent to making superior 
effort, and it is especially so at times when the family concept is 
narrowing, and the community is passing from wider to narrower 
recognition, since it is then that men are least likely to accept claims 
which they would previously have taken for granted. There are many 
reports from Asia and from Africa of able men who have refused 
promotion because the material benefit would accrue mostly to 
relatives whose moral claims they do not recognize. Or, if 
we look at the matter from the other angle, the system is a 
drag on initiative because it provides everyone with automatic 
insurance against want, thereby diminishing mobility, thrift and 
enterprise. 

A strong sense of family obligation, even when genuinely felt, may 
also be a bar to success in other ways. It may cause a man to appoint 
relatives to jobs for which they are unsuited, and it may even happen 
that others refrain from appointing him to positions which he could 
well serve, because they know that he will thereupon appoint un¬ 
suitable relatives to posts at his command. In primitive societies men 
fear the effects of witchcraft if they offend their families, and it may 
be fear, rather than affection, which drives them to nepotism. Some¬ 
times, of course, a member of one’s family is the best person to 
appoint, either because of his talents, or even merely because one 
is certain of his upbringing and can have confidence in him. But this 
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is not always so. Another difficulty is that of managing family busin¬ 
esses, where several members are involved. If they have confidence 
in each other, and each pulls his weight, the family sentiment may be 
a source of strength; but it is frequently a source of weakness. Often 
in countries where family ties are strong, the most enterprising and 
successful individuals are those who have no family obligations, and 
who are therefore able to stand by themselves. 

Against these deficiencies of the family sentiment in business one 
must set its strength. In societies where men cannot rely on strangers 
to give faithful service, the family may be the most appropriate unit 
for large scale enterprise. For example, in some kinds of business it is 
useful to be able to set up branches in many towns, or suburbs, or 
countries, e.g. in banking, in the chain store type of retail trade, in 
wholesale distribution, etc. In these circumstances a family which has 
many brothers, or closely related cousins, may be at a considerable 
advantage, since the brothers can trust each other more than they 
could trust branch managers who were not related; and since, even if 
there is dishonesty, the money will remain in the family. Or the inter¬ 
dependence may be not of branches in the same trade, but of different 
trades and professions, each brother being able to support the others’ 
businesses to some extent. In much the same way closely knit groups 
of immigrants or religious minorities can, by putting business in each 
other’s way, and by lending each other support in time of crisis, 
strengthen the position of the group as a whole, and help its members 
to make greater economic advancement than they would if their 
special relationship to each other was not allowed to influence their 
business. Of course these kinship or other obligations are not specially 
helpful if the group is not on the average better favoured economically 
than the rest of the community, and they may even drag the group 
down if members are below the average in competitive ability, since 
the more fortunate members will be put at a disadvantage by their 
obligation to carry the more than average burdens and defections of 
the rest. On the other hand a talented family may be greatly ad¬ 
vantaged by sticking together. When one reads accounts of the early 
economic development of any community, there are always a few 

talented families who stand out by the wide range of their activities_ 

whether one thinks of Italian bankers in the fourteenth century or of 
Indian or Japanese industrialists in the twentieth century. In these 
early conditions it is possible for a talented family to conduct 
business on a scale which is not open to any other kind of organiza¬ 
tion. This advantage is lessened as administrative techniques im¬ 
prove, and as it becomes easier to appoint strangers to managerial 
positions in fair confidence that they will not simply embezzle the 
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We turn next to consider the part of women in economic activities. 
The attitude of men towards women’s work varies from community 
to community. In some communities men try to assure recognition of 
their social status by withdrawing their women from working; they 
deliberately keep their wives and daughters idle, and surrounded by 
servants, to show that they are men of substance. Some of these 
women do useful unpaid social work; otherwise this form of snobbery 
lowers the output of v/omen, even though it may raise the output of 
some men who have to work harder in order to foot the bill. In 
modern western societies middle and upper class women have had to 
fight a ‘battle’ in order to get the right to work. But in many other 
communities it is men who have lived in relative idleness, while 
women have had to work very hard, often in cultivating the ground 
as well as in preparing food and weaving clothes for their husbands. 

Restrictions on the work women may do are also everywhere a 
barrier to economic growth. In some primitive communities women 
are not allowed to work except within the household or on its farm. 
This increases the degree of self-sufficiency of each household, and so 
reduces trade and the opportunities for specialization. It is indeed, 
very marked that economic growth and a transference of women’s 
work from the household to the market go closely hand in hand. 
As income per head grows there is an even more rapid growth of such 
industries as dressmaking, hairdressing and catering, not to speak of 
the education of the young in schools, which is a substitute for educa¬ 
tion at home. The association is not to be explained away simply by 
the refusal of statisticians to include housework in calculating the 
national income, for there is also a real increase both in the quantity 
and in the quality of the output, which results from specialization. 
Growth is restricted if custom requires that women may work only at 
home; or that if they work outside their homes they may only be 
domestic servants, or typists, or crowded into some other narrow 
range of jobs. Often one of the quickest ways of increasing the nation¬ 
al output is to open factories offering light jobs of the kind which 
women do most easily; many communities that are short of male 
labour have found in this a chance for further expansion. This may 
increase output not only directly but also indirectly. For example, 
some farmers, e.g. in Africa, insist on processing badly at home crops 
which could be processed more efficiently in central factories, because 
their women folk would have too little to do if the processing were 
transferred to the factory. Creating more outside jobs for women 
would thus help to improve the processing of crops. Or, again, in 
some African communities women spend hours pounding grain by 
hand. If more paid jobs were available to them outside their house¬ 
holds they would soon insist that the grinding of grain should hence- 
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forth be done mechanically. To create more paid jobs for women is 
the surest way simultaneously to raise their status, to reduce their 
drudgery, and to raise the national output. 

In some communities the sense of the continuity of the family 
through the generations is very strong, even, in extreme cases, to the 
point of ancestor worship. It is arguable whether this is good or bad 
for economic growth. It has certain advantages. Presumably one 
acquires a certain sense of confidence from knowing that one belongs 
to a family which can be traced back through several generations. 
The family tradition is also emphasized in one’s youth, and if this 
includes some special skill, or adventurousness or character trait, it 
may be preserved and developed to a greater extent than if family 
traditions did not exist. Thus the British Navy believes that sons of 
‘naval families’ make better sailors, on the average, than do other 
recruits, and there may well be professions where the young person 
who grows up in their atmosphere from birth is better qualified than 
the person whose parents belong to some other profession. The sense 
of belonging to a line of generations may also affect one’s sense of 
property. One may feel that one is merely a temporary trustee for 
what one has inherited, and may be careful to preserve it, and even to 
improve it through one’s own effort and saving. 

But there are also disadvantages. Too much looking backwards 
upon history is bad for a community which has new challenges to 
meet, different from those which faced its fathers. The traditional 
patterns may have been excellent for their times, but may be most 
unsuitable for the present, with its different problems. When a 
community becomes more conscious of its past than anxious to 
experiment with its future, it is doomed. A strong sense of family 
tradition also interferes with social mobility. People of ‘no 
family* do not get chances commensurate with their talents, and 
people of‘good family’ but no talent get too much chance of making a 
mess. Occupational mobility also is diminished if tradition insists that 
sons must follow in their father’s footsteps. The disadvantages of too 
close a tie between generations show themselves in their extreme form 
m the caste system, which prevents vertical and social mobility by 
requiring each individual to follow in his father’s footsteps, or else to 
become a farmer. This is one of the surest ways of preventing change 
and therefore economic growth. * 

When we were analysing the extended family horizontally, we saw 
it mainly as a drag upon effort, at any rate in so far as men are called 
upon to meet claims of distant relations for whom they have no 
affection. When we come, however, to the claims of children upon 
their parents, we may take it for granted that the family serves to 
some extent as a spur to greater effort. This spur is at its most effect- 
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ive when men are ambitious for their families, desiring that their 
descendants should have a higher social status than that into which 
they themselves were born. 

The desire to raise one’s family’s social status feeds upon the 
opportunity to do so. This desire cannot exist in impoverished 
villages where every farmer lives at subsistence level, since the chance 
of raising one’s material status is small. It cannot exist if legal or 
customary barriers, caste or colour, prevent men from rising from one 
class into another. And it cannot mean much in a stagnant or declining 
economy. Some social mobility is found even in stagnant economies, 
but the greatest mobility is found where output is growing rapidly. 
For these are the circumstances in which a middle class grows most 
rapidly, recruiting people from below to be administrators or 
technicians or business or professional men. And it is these cir¬ 
cumstances which provide the greatest opportunities, whether for 
making money, or for success in other directions. The desire to 
‘found a family’ is thus strongest and most effective in economies 
where growth is taking place; it is least felt in stagnant economies. 
This is just another of the many respects in which the forces which 
make for growth feed upon each other. Once growth has begun men 
become more ambitious for their families, and may even adopt 
family limitation in order to have no more children than they can 
afford to establish well in life. Then the spread of this outlook itself 
speeds up the rate of growth. 

The concept of founding a family has meaning only in communities 
where the family is elementary and patrilineal, and not in com¬ 
munities where it is extended or matrilineal. Since what is implied is 
raising the social status of the next generation above the social status 
of the present generation, one cannot think in these terms unless one 
means by the next generation only a few direct descendants and not 
all the hundreds of cousins who can make claim to family relation¬ 
ship. The extended family is thus ruled out. As for the matrilineal 
family, it is possible to conceive of a man working very hard in order 
to make his sister’s children rich rather than his own. But the 
matrilineal family does not survive easily in conditions of rapid 
economic or other change, since change usually implies mobility, and 
mobility usually strengthens the conjugal and patrilineal ties. A man 
who moves takes with him his wife and his children, not his sister and 
her children, and so the matrilineal ties are weakened in any society 
where men begin to move about in search of fortune. 

It is not clear how important the right to bequeath one s property 
is as a spur to effort even in elementary patrilineal families. Ambition 
to found a family varies in different communities, and is not always 
greatest in those which display the greatest rate of growth. For 
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example, many rich Americans use their money not to endow their 
families but to found educational trusts, or for other charitable 
purposes; a few even deliberately leave little to their sons so as not to 
spoil their characters. It is probably true that rich Englishmen, when 
disposing of their wealth, leave a greater proportion to their families, 
on the average, and a smaller proportion to philanthropic bodies. 
This is because the institution of the family counts for more in 
England than it does in the great American cities. All the same, 
Americans find quite enough spurs to effort in other directions, 
including their desire to enjoy a high standard of living, and their 
desire to have power and prestige for themselves. 

However, even though the importance of the right to bequeath as a 
spur cannot be exactly assessed, there can be no doubt that it is a 
spur, and that the restrictions which modern states are increasingly 
putting upon this right—and especially the high death duties—some¬ 
what diminish the incentive to make a fortune. On the other hand, we 
must at the same time consider the effect of the inheritance of wealth 
upon the property inherited, upon the heirs, and upon the rest of the 
community. 

One of the disputed points is the effect of inheritance upon the care 
of property. The son of the founder of a business or an estate is not 


necessarily the best person to look after the property. On the contrary, 
institutions founded on inheritance do not survive as long, or show as 
much vitality, as those which recruit their leaders afresh in each 
generation. Some of the vitality of the Roman Catholic Church is no 
doubt due to the fact that its bishops are made, not born. And the 
strength of the Ottoman Empire is often traced to the system of 
Janissaries, recruited afresh in each generation. Some people regret 
that in modern large business corporations the family connection is 
often small, but it may well be a source of strength that business 
corporations increasingly recruit their leaders without reference to 
family connections. On the other hand, the system by which property 
passes automatically to the next generation has also its advantages; 
it is more certain; it therefore permits the successor to be trained in 
anticipation; and it is simple. 

The effect of inheritance depends also on whether property passes 
exclusively to the eldest son, or on how it is divided up between the 
members of the family. Primogeniture keeps the property intact, and 
this is specially important where there are economies of scale, or in 
those farming communities where holdings are already so small that 

imnnrt ,^?" tatlon .I vould be uneconomic; but the point is not so 
mportant if it is possible for the property to be operated jointly by 

the heirs without subdivision. On the other hand, primogeniture 

helps to maintain an unequal distribution of property, and may also 
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be unfair to the rest of the family. The eldest son is also not always 
the most competent son, and this is recognized in systems (political 
more usually than economic) where the heir is not the eldest son but 
the son designated for the purpose. Some economists have argued for 
primogeniture on the ground that the system forces younger sons 
to be industrious; and others on the ground that by driving younger 
sons of the nobility down into the middle class it prevents the classes 
from despising each other, and thus assures greater social cohesion 
and mobility; but if these arguments were pushed to their logical 
conclusions, they would support the abolition of property inheritance 
altogether. 

Against the incentive which the right to bequeath is to the maker 
of the fortune we must also set the extent to which the effort of the 
heirs is diminished. Heirs are sometimes inspired by the example of 
their forefathers; and may treat their inheritance as a trust which they 
are challenged not only to maintain but also to increase. But they 
more often react in the opposite way. Taking them on the average, 
heirs would almost certainly lead more useful lives if their inheritances 
did not shield them from the necessity for hard work. 

The inheritance of property also diminishes vertical mobility and 
enterprise. This can be seen very clearly in those agricultural com¬ 
munities where all the land belongs to a few families, and where all 
the remaining families are condemned from one generation to another 
to remain at the bottom of the social scale. The effect of the inheri¬ 
tance of property is that each generation starts with the dice loaded 
heavily in favour of a few of its members, whose own abilities are not 
necessarily superior, and are often not as well cultivated because 
inheritance removes the need to make the best use of one’s talents. 
There would probably be greater economic growth in a community 
where all started equal, and greater growth still in a community 
where the dice were loaded deliberately in favour of those with 
superior talents. 

(d) The Organization of Agriculture 

The laws and customs governing the ownership and use of land 
are of the greatest economic importance, especially in the poorer 
communities, where agriculture is the principal form of activity. 
At the same time, land plays a large part in determining political and 
social status, and so the rules and customs are seldom framed with 
economic considerations primarily in view. From the point of view 
of economic growth, we are interested in the tenure of agricultural 
land, in the size of farms, and in the relationship between these 
matters and incentives, capital formation, and technical innovation. 
Take first the question of communal tenure of land. This term is 
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used in three distinct senses. The first sense, in which it is used here, 
is the case where several people have the right to use the same piece of 
land, each on his own account—e.g. to pasture his cattle upon it, or to 
cut firewood. This is to be distinguished from the second sense, where 
people work together on the same land, under a single authority, and 
pool the proceeds. This is co-operative or collective farming; we have 
discussed its main problems earlier in this chapter (section 1(c) ), and 
shall revert to them at the end of this sub-section. Thirdly, there is the 
case where each person has a right to exclusive use of a particular piece 
of land, but where his rights to dispose of the land are restricted on 
the theory that the land belongs to the chief or to the tribe. Since the 
use and disposal of land is subject to restriction in practically every 
community, the differences between ‘communal’ tenure in this sense 
and ‘freehold’ tenure are differences only of degree. If we treat as 
individual’ tenure (using the word individual to represent the 
family) all those cases where the individual has exclusive use of the 
land, then individual tenure of land may be said to be almost univer¬ 
sal outside Soviet Russia, and what we have to say will relate mainly 
to this form of tenure. But first we must say a word about communal 
tenure in the first sense distinguished above, where there is communal 
use without collective management or pooling of the proceeds. 

There can be no doubt as to the superiority of individual over 
communal tenure. This shows itself in its effects both on investment 
and on innovation. If large numbers of people are free to use the same 
piece of land, each for his own purposes, each has an incentive to take 
what he can out of the land without putting anything back. In these 
onditions, as soon as land begins to be scarce, it begins also to 
e eriorate through over-cropping, or excessive pasturage, or failure 
to take appropriate measures for soil conservation. It pays no 
individual to invest in improving the land, in fertilizers, in drainage 

to graSSeS * T re f wiU be P lanted if the ri ^ts of individuals 

nlanted fn? " ™ 0gmz * d > aS U usuaU y is > but trees will not be 
planted for general purposes, such as for shade or for afforestation 

Communal tenures worked passably in Africa so long as populations 

Whet^r? SmaU *5 reIatl0D to land > but population pressure every¬ 
where causes such tenures to destroy the land. Investmen apart 

ST * T lS t a handica P to innovation. Livestock cannot be 

?u ly U * l * SS they are Se g re g ated and their mating con- 
hef 1S 11 convement to experiment with new agricultural 

Snes Th communal activit V Eposes its own 

a nni?H„‘„ Th -^1 ? th f reasons wh y communal tenures are dis¬ 
appearing rapidly in places where they flourished fifty years ago 

Many people regret their passing for sentimental reasons, but there is 
no reason to doubt their incompatibility with economic development. 
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When we turn to individual tenure, we find that throughout most of 
recorded history most farmers have held their land under a contract of 
tenancy. We begin therefore with the tenant’s relationship with his 
landlord, which involves questions of compensation for displace¬ 
ment, of rights of tenure, and of the form and amount of rent to be 
paid. 

The need for compensation arises out of the principle that the 
tenant must be assured the produce of his effort. If the tenant is to 
make any investment in the land he must be assured that in case of 


dispossession he will be compensated for all improvements he has 
made whose benefit is not yet exhausted. Otherwise he will not plant 
trees, or construct substantial buildings, or make improvements in 
drainage, or effect any other investment. The corollary of such pro¬ 
tection is that the landlord must give his prior assent to improvements 
for which protection is claimed. In most advanced countries the law 
ensures this protection, but in primitive countries such provision is 
the exception rather than the rule, with the effect that tenants are 
careful not to invest in improving the land, and will even permit it to 
lose fertility, if the landlord allows them to get away with this. 

Many countries are not content to protect unexhausted improve¬ 
ments; they also give legal security of tenure. At the least they pre¬ 
scribe minimum periods of notice, while in more extreme cases the 
law gives the tenant a right to remain on the land so long as he main¬ 
tains good husbandry (e.g. in the United Kingdom), and may even 
ensure to his heir a right of succeeding to the tenancy, if reasonably 


competent. The way such legislation works depends very much upon 
the complexion of the tribunals established to administer it; in 
‘democratic’ countries it becomes almost impossible to get rid even 
of a bad tenant, unless he is obviously ruining the land, whereas in 
‘reactionary’ countries the law is operated to afford little protection 
even to the best tenants. The point of such legislation is to give 
tenants sufficient security to justify their investing in long-term 
improvements. There is also an argument against giving too much 
security, based upon the desire to ensure mobility of land, but we 
shall take this up later when we discuss freehold tenure by farmers, 


to which it also applies. 

By the form of the rent we mean whether it is a fixed or a propor¬ 
tional payment. A fixed payment may bear heavily on small farmers 
in years when conditions are bad, even if the rent is quite bearable 
when good and bad years are taken together. The rent may be fixed 
in money or in kind. A rent fixed in kind bears more heavily if ba 
conditions are due to poor harvests, and a rent fixed in money bears 
more heavily if bad conditions are due to low prices; since farmers 
suffer from both, there is not much to choose between money rents 
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and rents in kind, except in time of war, when farmers whose rents 
are fixed in money gain handsomely, at least for the time being. If we 
take the world as a whole, however, most rents are not fixed, but 
proportional, the farmer paying the landlord a proportion of his crop 
(or receipts) which may vary from one quarter to one half, according 
to the scarcity of land. 

Proportional rents are popular with poor farmers because they are 
less burdensome than fixed rents when conditions are bad. They also 
give more to the landlord when conditions are good—but one can 
afford to give him more then, and in any case the amount evens out 
over good and bad years. Proportional rents, however, are usually 
attacked by economists because they lessen the incentive of the 
fanner to adopt improvements. For a given improvement to be worth 
while at the margin to the farmer it must yield twice as much if the rent 
is one half as it would have to yield if the rent were a fixed amount. 
This pre-supposes that the farmer bears all the cost of the improve¬ 
ment. In more advanced systems of metayage or sharecropping (as 
proportional rents are called), the landlord bears part of the cost of 
improvements; or the contract provides that the rent is to be adjusted 
if the tenant undertakes improvements. But in less advanced coun¬ 
tries there is usually no such provision, and the system of propor¬ 
tional rents certainly diminishes the farmers’ incentive to adopt 
improvements. 


The amount of the rent is in most countries a source of great 
complaint and agitation. What the landlord gives in return varies 
from country to country. In England the contract usually imposes 
upon the landlord the duty to provide the permanent buildings, and 
to maintain the fixed capital; it may even require him to provide 
some of the working capital as well. At one time English rents were 
high enough to compensate the landlord for the cost of these duties, 
and also to leave him a surplus, which was the ‘pure’ rent due to the 
scarcity of good land, but in these days rents are so low that there is 
seldom any surplus above the cost of maintaining the fixed capital of 
the farm. At the other extreme we find that in most primitive 
countries the landlord has no duties whatever to the land; he merely 
collects rents. He may of course perform some social functions—he 
may be the equivalent of a magistrate, or a policeman, or a district 
administrator, or a priest—and if he were not remunerated out of 
rents, he or someone else might have to be remunerated out of taxes 
or in some other way. But as far as the land is concerned, its pro- 
du^ve capacty would not be reduced if the rent were kept by the 
farmer (i.eaf the landlords were‘liquidated* and the land passed into 

ownership of the farmers), or if the rent were paid 
instead to the state (the state often collects a rent anyway in the form 
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of direct taxes levied on the land or on the farmer). Indeed, if rents 
were reduced, or abolished, the productive capacity of the land might 
be increased, since the farmer could now afford to save more, and to 
invest more in the improvement of the land. In those countries where 
landlords take fifty per cent of the farmers* output and do nothing 
for them in return, it is hard to believe that agricultural productivity 
would not be greatly increased if this incubus were removed from the 
farmers’ backs. 

In many countries there is a demand that landlordism be abolished 
altogether, and that farmers should own the land they work. This 
demand should not be confused with other demands for altering the 
size of farms. Some reformers want to increase the number of farms, 
by breaking up large estates and distributing the land as small farms; 
others wish to do the opposite, namely to reduce the number of small 
farms, by persuading or compelling the farmers to join collective 
farms. We shall discuss later problems of size. Our present concern 
is simply with freehold ownership on the one hand, as against tenancy 
on the other. Though much of the demand for land reform is associa¬ 
ted with demands for changing the number of farms, there is also, 
especially in Asia, a considerable land reform movement which is 
confined to a demand for abolishing landlords and converting 
tenancy into ownership. 

The effects of this conversion depend to some extent on the pay¬ 
ment terms on which it is done; on the amount of compensation 
received by the landlords, and on the size of the payments which the 
farmers are required to make for the land which they now acquire. 
Apart from the question of compensation, however, there are many 
other issues involved in comparing tenancy and ownership. In fact, 
many people argue that a system of peasant ownership of land is not 
in the interest of economic growth. They consider that it reduces the 
the mobility of land, and that it is associated with bad husbandry, 
with fragmentation and with excessive indebtedness. They therefore 
prefer that small farmers should be tenants only, and should be 
subject to controls, whether the landlord be a private owner, or a 
government agency. In fact, as we shall see, most of the desired 
controls can be exercised just as well over owners as over tenants: 
in fact, if controls are adequately applied, on the one hand to give 
the tenant security, or on the other hand to enforce good husbandry 
upon the proprietor, the economic distinctions between tenancy and 
ownership largely disappear. 

Let us begin with the mobility of land. As we saw earlier, some 
people object to legislation giving security of tenure to tenants whose 
husbandry is good on the ground that this makes the agricultural 
economy less flexible. They argue that the landlord, who is presumed 
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to be interested in seeing the land put to its most profitable use, 
should be able to change tenants freely as conditions change. Con¬ 
ditions may make it desirable to change from arable to livestock; or 
to alter the size of the farming unit; or for some other reason to 
change over to a new tenant more capable of coping with the new 
situation, and this may be frustrated if the sitting tenant is protected. 
For the same reason the same people object to freehold tenure of 
land by small farmers, because they believe that such farmers are slow 
to react to changing conditions, and believe that response would be 
quicker if landlords could bring it about by changing tenants. The 
argument depends for its validity first of all on the assumption that 
landlords are keen and knowledgeable agriculturists, always looking 
out for better ways of using the land, and while this may be true of 
some, it is probably true of most that they are absentees knowing 
not much more about the land than the amount of rent it yields. 
And, in any case, the argument could be extended to say that no one 
should ever own the resource he uses, since resources are more likely 
to move into the hands most capable of using them if the resources 
are owned by people who specialize in moving them from hirer to 

one’s house, pre- 

sumably, since there is always someone else who could make better 
use of it The answer is surely that the owner is always open to receive 
offers. If someone else thinks he can make better use of the resource 
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mers are engaged in practices which impoverish the soil ThTs is not 
usual those parts of Asia which have been so thickly populated for 
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desirable to try to improve farming practices by compulsion rather 
than by education. But, in so far as it is practicable it can be done as 
well by law as by trying to introduce a highly advanced type of lease¬ 
hold contract into conditions to which it is foreign. Bad farming can 
be made an offence, punishable by fine or by dispossession, and 
agricultural officers, or tribunals, can be established in each district 
to lay down standards and to try cases, much as the landlord would 
do, but with greater knowledge (in most cases) and impartiality. Also 
good farmers can be rewarded, e.g. with prizes or with bonuses. 

Fragmentation results usually from a system of inheritance which 
allows each of the farmers’ sons (or daughters) to receive a piece of 
the farm when the farmer dies. To ensure fairness when the farm is 
being broken up, each son receives several pieces, such as a piece near 
the river and a piece far from the river, a fertile piece and a piece use¬ 
ful only for grazing, a wooded piece and a barren piece. After this 
has gone on for some generations each farmer’s holding of land is in 
several small pieces, which may be widely distant from each other. 
Fragmentation causes waste in several ways. A lot of labour time is 
wasted in travelling from one plot to another. Secondly, distant plots 
cannot be supervised as easily as the nearer plots; they may therefore 
be less productive because of greater liability to disease, or less care, 
or greater liability to theft, and because they are less productive may 
receive still less care. Thirdly it may be necessary to duplicate capital 
on some of the holdings, e.g. equipment, or cattle stalls, or water 
troughs, because of the distances between the holdings. And fourthly 
if the plots are very small it may be difficult to work them with 
ploughs, difficult to protect them from one’s neighbours’ weeds, 
difficult to make experiments which one’s neighbours distrust, and 
impracticable to provide space for wells, buildings, or other capital. 
Much land may also be wasted in boundaries. The major loss, how¬ 
ever, is in time. Hence, where labour time is scarce, the farmers are 
glad to effect an exchange of pieces, which consolidates each farmer’s 
holding into a single piece. Many countries have passed legislation to 
effect such transfers compulsorily in areas where a majority of 
farmers indicate their desire for consolidation. On the other hand, if 
labour time is abundant, as in over-populated countries, consolida¬ 
tion adds much less to output, and the farmers are usually unwilling 

to bother with a consolidation scheme. 

It is possible to prevent fragmentation without resorting to lease¬ 
hold tenure. Fragmentation does not occur under a system of primo¬ 
geniture. But even without primogeniture fragmentation does not 
occur if it is the practice for the heirs to administer their inheritance 
jointly, and without breaking up the unit. It is no more difficult to 
administer a farm jointly than it is to administer a shop, or a manu- 
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facturing business, or any other inheritance which it would be un¬ 
economic or even impossible to break up into pieces. If fragmenta¬ 
tion is taking place, and is causing significant waste, a law can be 
passed to prevent agricultural land from being broken up into units 
of less than a stipulated minimum size (say five acres), without the 
permission of an agricultural tribunal constituted for the purpose. In 
this, as in other matters, if it is desirable to restrict the farmer’s rights 
over his land, this can be done by establishing impartial tribunals, 
and without resort to landlordism. 

Debt affects output adversely when it is so heavy that the farmer 
is virtually working for the moneylender. There are many countries 
where the farmers are so heavily in debt that they cannot afford to 
make the annual interest payment and repayment of principal which 
are due. The moneylender then takes from the farmer whatever the 
farmer produces, less the bare subsistence needed by the farmer. 
Farmers in this position have no interest in adopting improved 
practices, for the whole or most of the benefit would go to the money¬ 
lender. When this situation becomes widespread, as it often has, the 
government may have to step in and reduce the debts within manage¬ 
able limits, in order to give the farmer some incentive. Many countries 
have established tribunals for this purpose. It is not enough, however, 
merely to reduce the debt, if the farmer will promptly get himself back 
into his previous thraldom. Small farmers have a very high propen¬ 
sity to get into burdensome debt. This is mainly due to the risks to 
which they are subject—of flood, drought, low prices, epidemic 
disease, and whatnot. It is also partly due to their own improvidence, 
but it is often just as much due to the deliberate policy of the money¬ 
lender. If the farmer owes more than he can pay, he is ripe for ex¬ 
ploitation: the moneylender may compel him to sell all his market¬ 
able produce through the moneylender’s agents, or to buy all his 
requirements in the moneylender’s shop, in either case at unfavour¬ 
able prices. Or the moneylender may drive the fanners bankrupt, 
buy their land cheaply, and take extortionate rents. To some extent,* 
therefore, farmers get into debt because moneylenders deliberately 
make it easy to get into debt, so as to exploit them, and a government 
may well think it necessary to take counter measures to prevent the 
farmers from getting into debt. 

The only way to prevent small farmers from getting excessively 
mto debt is to make it difficult to borrow, by denying the protection 
of the law to the security on which farmers would otherwise borrow 
Thus, m several countries a farmer’s land cannot be sold for debt^ 
it is thus not a marketable security, and moneylenders will not 
advance money on it. Other countries will not give legal recog¬ 
nition to crop liens; for example, in Uganda the law says that an 
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African’s cotton must be sold in a licensed market, at not less than 
the price stipulated by the market authorities, and that cash for 
the full amount must pass from the buyer to the seller at the time 
of the transaction—provisions which make it dangerous to advance 
money to a farmer, unless you can stand over him on market day, 
and extract the cash from him as he sells his cotton. The Bechuana- 
land Protectorate goes even further; the courts will not enforce shop¬ 
keepers’ debts against Africans—so the shopkeepers do not get 
African farmers into debt. 

It is not enough, however, to prevent the farmers from borrowing 
from moneylenders, since farmers have legitimate needs for loans. If 
the private moneylender is going to be excluded, it is necessary that 
other institutions be created to meet legitimate needs. Actually, the 
farmer probably needs insurance, even more than loans. Much debt 
is due to misfortunes of a statistically foreseeable nature—to sick¬ 
ness, or the cost of a wedding or a funeral, or fire, drought or 
hurricane, or accident to livestock. Such events happen regularly, and 
are not really suitable for loans, since if a poor farmer has to borrow 
to pay off the cost of an illness, or to replace crops lost in a hurricane, 
it is most unlikely that he will be able to save enough out of future 
harvests to be able to pay off the debt. All such statistically fore¬ 
seeable events should be covered by insurance. The obstacle to this 
is the cost of insuring large numbers of people for small sums of 
money. Some governments of under-developed countries are never¬ 
theless starting compulsory insurance schemes, e.g. hurricane in¬ 
surance in Jamaica. Where the farmers to be insured are all liable to 
much the same risks, the cost of administering the insurance is 
minimized by raising the revenue out of general taxes on farmers, 
instead of making an individual assessment of each farmer. 

Besides insurance, the farmer also needs credit. The cost of lend¬ 
ing to small farmers has been greatly reduced by the invention of the 
village co-operative society. The cost of lending lies in the cost of 
acquiring information about the borrower’s credit status, in the cost 
of collecting instalments, and in the cost of keeping an eye on his 
movements. If a commercial bank were lending money to farmers, in 
sums of fifty pounds or less, these costs might easily amount to the 
equivalent of a rate of interest of twenty per cent per annum. To the 
members of the village, however, these costs are very small; they 
have known the borrower and his character all his life, and he lives 
among them so that they are able to follow all his fortunes—which 
they do anyway for their own pleasure, whether he borrows money or 
not; hence village societies are able to lend at a cost of five to eight 
per cent above the rate at which they borrow. Such societies need to 
be small: a unit such that every member knows every other, or else 
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the main advantage, of costless information, is lost. And they also 
usually need some supervision by government officers, since the 
members have usually inadequate experience of running the affairs of 
an organization and looking after its money. Moreover, the society 
runs with the least bad debts when it is tied in with the agency which 
markets the farmer’s crop; for arrears and bad debts are avoided 

when the sums due from the farmer can be debited automatically 
against his crop. 

Co-operative credit societies have had great success in most of the 
under-developed countries of the world. Their emphasis, however, 
has primarily been upon encouraging small farmers to save, and 
providing a cheap banking mechanism. Farmers, however, need much 
more capital than they can afford to save. If funds can be obtained, 
whether from taxing the farmers themselves or from other sectors of 
the economy, or from external sources, the co-operative credit 
society is an excellent channel through which to make them available 
to small farmers. There is a world of difference between the attitude 
of farmers who are heavily indebted to moneylenders, and that of 
farmers whose debt is kept within manageable limits by a credit 
system which they help to manage for themselves. 

We come now to the question of the scale of farming operations. 
This question is much debated by land reformers. There are countries 
where large estates, worked by paid labour under direction, are being 
broken up, and converted into small farms And there are other coun- 

r hC Sm u a " fanners are bein 8 compelled to join their lands 
together to form big estates, operated as collectives. 

Large scale agricultural operations are more efficient, and show 
more rapid economic growth than small scale operations, if there is 
economy in mechanical cultivation, or in large scale control of irriga- 

TW°if ! t • ° fd ', SeaSe prCCautions - of Processing, or of marketing, 
here is almost always some difference in favour of large size_ 

th ‘ S l ° mCan Say units of not less than 300 acres of 
arable land or its equivalent (beyond say 1,000 arable acres the dis¬ 
economies of management soon show up)-but the extent of the 

difference depends partly upon the nature of the crop and the land 
and partly upon the amount of effort which is made to organize 
round the small scale farmer services which maintain his efficiencv 
Jf‘ us fa!, with mechanical cultivation. In “he firSace 
mechanical cultivation is not economic unless there is a shortage of 
kbour relatively to capital. If labour is super-abundant as U is in 

create ltd. ° f ! n * oducin S mechanization is to 



130 


THE THEORY OF ECONOMIC GROWTH 


output per acre, and not output per worker. Mechanization will 
increase output if it enables land to be brought into cultivation which 
could not be cultivated by hand methods, because the soil is too 
heavy, or because weather or climate leave too little time to get the 
work done by hand. This is a valuable contribution, but apart 
from this it is more usually the case that hand cultivation is more 
productive per acre than mechanical cultivation because it is done 
with greater care. Mechanical cultivation is also economic in 
surplus labour countries in so far as it releases for human use land 
which is otherwise required for feeding draught animals; this 
depends on the cost of machinery and fuel on the one hand (which 
probably have also to be imported) and on the value of the crop 
released in this way on the other hand. It also depends on whether 
the peasants would in fact keep fewer animals if they were no 
longer required for work. It is difficult to be certain how this cal¬ 
culation would work out for China, but it seems fairly clear that in 
India, where cattle play also a religious role, mechanization should 
at present be only marginal to agricultural policy. The reverse is the 
case where land is super-abundant, as in some parts of West Africa. 
Here the objective of policy should be to maximize net output per 
worker, and not per acre. In general, economic growth creates new 
demands for labour outside agriculture, and reduces the proportion 
of the population which can be spared for agriculture. Mechaniza¬ 
tion simultaneously reduces the demand for labour in agriculture, 
and increases output per worker, by enabling each worker to cultivate 
more acres. It is a necessary part of economic growth where labour 
is scarce, but is only marginally relevant where labour is abundant. 

Given that the relative scarcities of labour, land, and capital are 
such as to justify mechanization, the feasibility of mechanization 
depends next upon the land and the crop. Mechanical cultivation is 
appropriate if the land is flat, is used for annual crops, and is not 
easily leached. Hilly land is not suitable for mechanical cultivation, 
and might from this point of view just as well be in the hands of small 
farmers. Land planted permanently to grass, or to trees, also does not 
require mechanical cultivation. There is also doubt about the wisdom 
of mechanical cultivation in countries which are subject to extremes 
of heat or of rainfall. These qualifications restrict the area to which 
mechanical cultivation applies. In this area there is advantage in 
having farms of such a size that it pays the farmer to keep mechanical 
equipment; that is to say, it seems that in arable cultivation in 
temperate climates farms of less than 100 acres are at a disadvantage, 
and arable farms of 300 or 400 acres are often the most economic in 

Western Europe. . .. 

Mechanical cultivation can in any case be combined with small 
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farming if the machinery is owned by a central agency which cul¬ 
tivates the land for the farmers in return for a fee, while leaving each 
farmer to plant, weed and reap on his own account; the performance 
of mechanical operations by central machinery owning agencies has 
been successful in many parts of the world. The condition for success 
is that the farms be neither too small nor too big, say between twelve 
and fifty acres. For if they are too small, the machine does most of 
the work that the farmer would otherwise do for himself, and it is 


cheaper for him to do the operations for himself than to pay for the 
machine. While if the farm is large enough, there is enough work to 
justify the farmer in having his own machines. It is particularly con¬ 
venient for the farm to have its own machines available just when it 
wants them, instead of having to wait in a queue. This has been one 
of the major obstacles to the success of co-operative ownership of 
machinery by farmers: the difficulty the farmers have in agreeing on 
who gets the machinery when—a difficulty which is perhaps more 
acute in countries where the weather is changeable and unreliable, as 
in Western Europe, than it is in some other parts of the world. Many 
governments have taken the initiative in organizing machinery pools 
under government or co-operative ownership, or in encouraging 
private entrepreneurs or large farms with surplus machinery to pro¬ 
vide small farmers with machinery service, in return for a fee. These 
schemes have had reasonable success, in areas where the farms are of 
appropriate size; but the cost of cultivating a large fertile plain 
mechanically is almost always lower if the plain is operated in farms 
large enough to own their own machinery, than if it is split up into 
smaU farms, however efficiently one may try to organize the opera¬ 
tions of a central machinery agency. 

Much the same sort of analysis applies to marketing operations, 
though it is in practice much easier to disintegrate marketing than to 
disintegrate mechanical operations. For there are always middlemen 

pr ° d , UCe fr T the farmer in smaI1 quantities, and to 
bulk the produce of several farms in order to perform such process- 

“,®° r market ‘ n e operations as are most economically performed on 

a large scale. However, though middlemen are always available their 

services are everywhere complained against, and investigated on the 

pounds that they are inefficient, or too numerous or monopoHslic 
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regulations enforced by law. The simplest remedy in this situation 
is usually the enforcement of competition—by cleaning up the debt 
situation, or by ending the zoning, or by prohibiting price and market 
sharing arrangements. But there are also cases where monopolistic 
organization is genuinely more efficient than the competition of many 
small middlemen, as for instance where processing is most economic¬ 
ally done in large factories. Here the remedy lies in co-operative 
marketing, or in price and profit controls on private middlemen, or 
in state marketing agencies. 

The success of co-operative marketing depends upon the quality 
of the private entrepreneurship with which it competes. The co¬ 
operative is sometimes able to sell a better product than the middle¬ 
men do, but this is only if the middlemen are unusually inefficient 
in arranging the bulking and grading of the crop, or in offering 
adequately differentiated prices for superior grades. This in turn 
would probably be a sign of lack of competition amongst them. 
Conditions are most favourable to the success of co-operatives if 
lack of competition between middlemen is causing them to be 
inefficient, or to be excessively numerous, or to take too high a 
margin; for if the middlemen are efficient and competitive they can 
usually outbid the co-operative organization because of their 
greater flexibility. This is not to say that co-operatives must succeed 
in monopolistic conditions. In such conditions the middlemen may 
‘gang up’ against them and use all the usual tricks of would be mono¬ 
polists—the price war, exclusive dealing arrangements, and so on; 
and the co-operatives may not be able to survive these tricks unless 
their members are men of sufficient education and substance to be 
able to hold on. Or the scale on which the marketing has to be done 
may be beyond the control of co-operatives; small farmers can run a 
small cotton ginnery for themselves, but it is not easy for them to run 
a large modern rice mill or sugar factory as a co-operative. This is 
why co-operative marketing has succeeded best of all among farmers 
operating on a fair scale—say farms of thirty acres or more. When 
the farmers are on the three to twenty acre level, the range of what 
they can co-operatively do is limited—eggs, milk, and a few other 
crops not requiring elaborate processing. Outside that range their pro¬ 
tection from monopolistic practices among middlemen rests either 
on legal controls or upon the creation of statutory marketing agencies. 

Other operations can also be disintegrated, besides mechanical 
cultivation, and marketing, with greater or less success. Irrigation 
can be controlled by a separate water agency. Seed control is harder 
to effect, but can be ensured if a co-operative or state agency main¬ 
tains pure seed farms, and if the farmers are persuaded or com¬ 
pelled (as they are e.g. in Uganda) to plant only seeds supplied by 
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these farms. Precautions against infectious diseases of plants and 
animals are harder still; but these also can be enforced by law or by 
persuasion. It is too much to expect the small farm to be as efficient 
as the large, but it can hold its own provided that it is buttressed by 
a network of other agencies, responsible for machinery, or seeds, or 
credit, or water, or marketing, or control of infectious diseases, or re¬ 
search, or whatever else it may be that needs to be done on a large 
scale: merely to recite the network is to explain why small farmers are 
not competitive in many fields of agriculture, since there are so many 
fields where the necessary network is simply not provided. And even 
where the network is provided, the small farm is almost certain 
to be slower in adopting improved techniques than is the well run 
estate. Some estates are run badly, especially if they have been in the 
same family for generations, and are regarded as a mark of status 
rather than as commercial enterprises. But the well run estate will 
adopt new types of crop, or livestock or fertilizers or disease controls 
in a fraction of the time which it takes to persuade or bludgeon small 
farmers into widespread acceptance. 

This analysis so far has thrown up the weaknesses of small scale 
agriculture, but there are also some substantial points in its favour 
which in appropriate circumstances make it more efficient than large 
scale agriculture, even on the economic tests. 


First comes the fact that small farmers cultivate the land more 
intensive*y than large farmers. There are a number of cases where 
product per acre is higher on the large farms, e.g. sugar; especially 
where new varieties, new methods or new fertilizers are being 
adopted more rapidly by the larger farmers. But there are also many 
other cases where product per acre is higher on the smaller farms, 
mainly because the small farmer, having a small area to handle, 
cultivates it more intensively. This is almost universally the case in 
European agriculture, and similar results are reported from other 
continents. If labour is much more scarce than land, the object of 
policy is to use a system which maximizes output per head, rather 
than output per acre, so full employment industrial countries which 
are in a position to import food cheaply are better served by large 
scale agriculture, using machines, and maximizing output per man, 

“ b , y SmaU SC ~ e a S rlculture with Its low output per man and high 
output per acre. On the other hand, in those Asian economies where 
labour is abundant, small scale agriculture has the advantage of 
using most intensively what is most scarce, namely land. A good deal 
of emphasis m the land reform movements, whether in Latin 
America or in Asia, is upon the more intensive use of land which 
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Next, the family size farm has over large scale farming the advan¬ 
tage that the farmer works harder and more carefully than the hired 
agricultural worker. As Arthur Young said, after observing the 
operations of the French peasantry ‘the magic of property turns sand 
into gold’. This may appear to conflict with what we have said 
earlier on the danger of peasants impoverishing their soils, but as we 
pointed out there, this danger is found only in places which are in 
transition from abundance to scarcity of land. In countries where 
land has been scarce for many centuries, e.g. in China or Java or for 
that matter in parts of Africa, the farmers have learnt to treat their 
soil lovingly, and to maintain its fertility. The superiority of peasant 
farmers’ work over hired labourers’ work is greatest in types of 
agriculture which are not labour intensive, since types which use a 
great amount of labour per acre can afford to pay for adequate 
supervision (this difference is much the same as the difference be¬ 
tween free and slave labour to which we referred in an earlier part of 
this chapter). 

This brings us to the third advantage of small scale farming, which 
is that it does not make large demands upon supervisory staff. If such 
staff is available, and can be used in an agricultural extension service 
it will yield plentiful results, but if such staff is difficult to recruit and 
expensive, as is the case in most under-developed countries, peasant 
agriculture can get along with whatever is available. This is not the 
case with large scale agriculture, whose efficiency stands or falls by 
the quality of its management. The managerial problem is so severe 
that it puts sharp limits upon the economic size of the farm; though, 
as we have said, a European farm of 300 arable acres is more 
efficient than one of forty acres, a farm of 1,000 arable acres is not 
noticeably more efficient than one of 300 acres, and efficiency may fall 
sharply as size rises beyond these limits. Most of the attempts to 
establish giant farms, whether to grow grain in Russia, or to grow 
groundnuts in Tanganyika, have failed for this simple reason. In 
countries where superior agricultural skills are scarce it is often more 
effective to use what there is in schemes for improving peasant pro¬ 
duction than to use it for launching new large scale agricultural 
enterprises. 

Beyond these economic considerations lie also social considera¬ 
tions which would make many people prefer the family size farm 
even if larger operations could be proved to be more economic. As 
we have seen in an earlier section, large scale enterprise tends to 
bring with it disputes between employer and employed; moreover, 
land ownership carries with it such political and social prestige or 
power that the concentration of land ownership in a few hands is 
deplored by most people. There is a school which sees the way out of 
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these difficulties in collective ownership of the land, either by the 
state, or by farmers’ co-operative societies. We have already dis¬ 
cussed these forms of organization in section 1(c) of this chapter. 
State farms exist in some countries, but the substitution of the state 
for the private employer has not noticeably diminished industrial 
disputes. Collective farming, if run on a democratic basis by the 
farmers themselves, has greater attractions as a social form, but large 
scale co-operative enterprises run by the workers themselves have 
seldom been successful in history, for reasons which we have already 
seen. There is everything to be said for persuading small groups 
of farmers to experiment in collective management, and if the 
groups are kept small—to say not more than five or six families— 
many of them will prove successful. But it seems improbable 
that there is much future in democratic countries for large 
collective farms involving whole villages of say a hundred families 


or more. 

The desire to combine individual enterprise with large scale 
efficiency has led to experiments in tenures involving some forms of 
compulsion. In the classical example, which is the Gezira cotton 
plantations in the Sudan, the land is split into small units which each 
farmer cultivates on his own account; but the farmer is subjected to 
various controls. His land is ploughed for him mechanically; he has 
to plant the seed he is given in the rotations he is told, to fertilize and 
cultivate as recommended, and to hand over the crop for processing 
and marketing by the central agency which runs the scheme. The case 
for compulsion is that it ensures ever-increasing efficiency, whereas 

would nlTn?- r ffered b V he agency were voluntar y many farmers 
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tions of agricultural organization that it may be as well to end upon a 
dissenting note. It is of the greatest importance everywhere that 
farmers should hold their lands on terms which give them security 
and incentive, and it is also of the greatest importance to have 
adequate institutions for making capital available. These questions 
apart, far too much emphasis is placed in current discussion on other 
institutional matters—especially fragmentation, size and marketing— 
and much too little upon other means of increasing efficiency— 
especially water supplies, seed farms for improved seed, fertilizers, 
and agricultural extension services. One gets the impression from 
much of the discussion that not much can be done to increase 
agricultural productivity without vast institutional changes in the 
countryside. This is not so. The typical farm in Japan is still only 
between two and three acres in size; nevertheless productivity per 
acre on these farms is two to three times as great as in other parts of 
Asia. Productivity per acre in Japan increased by nearly fifty percent 
in the thirty years before the first World War, and had doubled by 
the middle 1930's, without significant changes in the size of farm. 
The secret of rapid agricultural progress in the under-developed 
countries is to be found much more in agricultural extension, in 
fertilizers, in new seeds, in pesticides and in water supplies than in 
altering the size of the farm, in introducing machinery, or in getting 
rid of middlemen in the marketing process. (In any case increasing 
farm size and introducing machinery are doubtful policies for over- 
populated countries.) The present institutional framework is in 
most under-developed countries (but not all) quite adequate for an 
enormous advance in productivity by means of the introduction of 
improved technology. Indeed the best hope of raising the standard of 
living in most of these countries lies in the fact that the backwardness 
of their agricultural techniques makes possible spectacular advances 
in production at relatively low cost. We shall come to these matters 
in Chapter IV. 


(e) Cottage Industry 

Every community has some part of its population specializing 
in producing manufactured articles as independent producers. 
The proportion seldom falls below five per cent, even in the poorest 
economies, unless the economy becomes very dependent on foreign 
trade. These craftsmen are engaged first and foremost in making 
cloth, which is everywhere man’s next requirement after food; 
and there may also be workers in wood, in leather, in metal, in 
raffia, in clay, and in such other materials as are available. Some of 
the work may be of exquisite craftsmanship, for use by princes or by 
rich men, but most of it is just ordinary work for ordinary people. 
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In Western Europe, where the industrial system began, the factory 

system sometimes grew out of cottage industry. The crafts sometimes 

provided a reservoir of skill. And the domestic or ‘putting-out* 

system was sometimes a stage between the individual’s workshop and 

the factory. This was not always *so. For sometimes the factory was 

based upon a machine which rendered the old skills obsolete. And 

sometimes its owners deliberately looked for labour in places where 

they could avoid the high wages or the restrictive practices associated 

with the craft. There is no necessary evolution from workshop to 

factory. The new as often challenges the old, and destroys it 
altogether. 


Many people are anxious to preserve the independent craftsman 
from destruction by the modern factory for the same reasons that they 
prefer small scale proprietorship to large scale systems of farming. 
Looking at the matter in economic terms, there is also a striking 
similarity in the conditions of survival. That is to say, in industry as 
in agriculture, there are some technical conditions which favour large 
scale more than others; these apart, the survival of small scale efforts 
also depends upon surrounding the producer with a well organized 
network of services, operating on a large scale. Whether we are 
interested in agriculture, or in industry, in mining, in transportation 
or m retailing, we shall always find that some spheres offer more 

succewoTsmall ^ Sma " SCa ' e enter P rise > and that in addition the 
success of small scale operations even in these spheres depends upon 

proper organization of marketing, of credit, of research and of 

education, all of which need usually to be done on a large scale 

Cottage industries are most likely to survive, in the first instance 

the extent to which they are a part-time occupation. Farmers and 

heir wives are fully occupied in agriculture only for a nart of the 
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competition. In practice, the greater part tf the output 
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foremen, engineers, accountants and the like, and such skill is also 
in short supply. These disadvantages of factory production may be 
offset by the superiority of machine production. The machine may be 
superior either in terms of the quality of the work, or in terms of the 
quantity of labour required. Quality superiority shows where the 
product has to be standardized, and made in precise sizes, or shapes 
or patterns. Here the machine is often more precise than human 
hands and eyes, and in such work it quickly supplants the handicraft 
worker. If on the other hand questions of precision do not arise, the 
competition is then mainly in terms of labour cost. Some machines 
are much more productive than others in this relative sense. Thus the 
loom used for weaving in factories is not essentially different from the 
loom used in the home, but the factory machine used for spinning is 
immensely more productive than the spinning wheel used in the home. 
Accordingly, home weaving continues to be economic long after 
spinning has disappeared into the factories. 

Small scale production, whether in the home, or in the small work¬ 
shop, is best able to survive in industries where there is no mass 
standardized demand. Once there is mass demand it is profitable to 
invent highly specialized machines to do the work, and the dis¬ 
appearance of the smallest units is then only a matter of time. Besides, 
as we have just seen, if standardization is a condition of purchase, the 
handicraft worker is at a disadvantage, compared with the machine, 
either because he cannot control his own output exactly, or because 
of the difficulty of getting other handicraft workers to produce 
exactly the same article as himself, so that their output may be 
bulked and sold in quantity. Lack of standardization is one draw¬ 
back to the marketing of handicraft products, as has been found by 
those who have tried to sell such products in the markets of Britain 
or the United States. The chance of survival is greatest where the 
commodity is bought in small numbers; and where there is advan¬ 
tage in the fact that no two pieces are exactly alike. The consequence 
is that the sphere for individual production is very narrow. There is 
room for artistic work in textiles, in wood, and in precious metals, 
but the mass demand for textiles, for footwear and for metal goods 
must be expected to pass to the factories. 

The prospect of small scale industry depends, next, upon improve¬ 
ment of its techniques. Often the tools in use have not changed for 
centuries, and it is possible to improve them very substantially, in the 
light of modern experience, without altering the basic skills required 
by the craftsman. Just as in small scale agriculture, there is room for a 
government research agency, to experiment in improving techniques, 
and for an advisory service to spread the new knowledge among pro¬ 
ducers, so also, in small scale industry, efficiency and the prospect o 
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survival are much enhanced if there are agencies charged with 
experimenting in improving the craftsmen's tools and techniques, and 
with spreading the new knowledge amongst them. Improvements in 
technique are not confined to equipment; the craftsman can be intro¬ 
duced to better materials, e.g. for dyeing; or to ways of testing his 
materials; or of ensuring greater accuracy or standardization. Of 
course, the greatest revolution which has been made in techniques 
is to attach small electric motors to the craftsman’s tools, and to 
connect them to electricity; this alone multiplies output per man. 
But in most under-developed countries it is simply out of the question 
to carry electricity into many villages. 

Next comes the organization of marketing and of finance. The 
craftsman cannot afford to hold stocks of materials, or to produce 
finished articles for stock. If he works to customers’ orders only, he 
will as likely as not be subject to much irregular unemployment. 
Production is most economically organized if there is a middleman 
between the craftsman and the final consumer. The middleman can 
carry stocks; can arrange for bulk display in shops, in order to widen 
the market; can arrange to have several craftsmen producing identical 
articles, if the market requires standardization; and can arrange for 
the work of different craftsmen to be assembled, if the article fs one 
which lends itself to specialization and assembly. Such work is often 
done hy private middlemen, but it is generally thought that the 
middlemen are able to take advantage of the craftsmen, by getting 
em into debt. In these days, therefore, governments are creating 
genc ies to perform these functions, sometimes in conjunction with 

the ^ t,ons of ^ esearch new techniques, and advice. Probably 
® cst resul , ts have been achieved in Indonesia, where successive 
governments have put considerable effort into improving and organ- 
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within the range of the system, for small scale industry must contract 
if it depends only upon age old products, since most of these will 
disappear into factories sooner or later. 

The measures we have discussed so far have been for making 
cottage industry more efficient, rather than for protecting it against 
factory competition. Most people would agree that cottage industry 
should survive in so far as it can be made to compete on an economic 
basis with factory industry, and this is the case for having a systematic 
programme for research into techniques, for the improvement of raw 
materials, for capital, and for superior marketing arrangements. 
Protecting cottage industry is quite a different question; some 
governments have embarked on this, and it merits special con¬ 
sideration. 

The problem has significance only in those countries where 
there is surplus labour in agriculture and in cottage industry which 
cannot be found full employment for lack of land or capital re¬ 
sources. It is then arguable that the real cost of using labour in cottage 
industry is zero, whereas factory production uses scarce capital and 
supervisory skills. If the cottage workers were willing to work for 
whatever money income they could get, however low, competition 
on the basis of price would yield the right result. In practice, however, 
they hold out for a subsistence income, and the prices they charge 
may exceed the real social cost. Hence whatever the difference in 
money cost may be, the difference in real cost favours the cottage 
industry. Obviously no such argument can be applied in countries 
where labour is relatively scarce. If this argument has validity, it 
is an argument for the more crowded parts of Asia, and not an argu¬ 
ment for Africa or for Latin America. 

Let us now consider the validity of the argument in countries where 
there is surplus labour. The point can be illustrated by a numerical 
example. Suppose that there are 100 cottage workers. And suppose 
that large scale industry could produce the same output by having 
ten persons continuously engaged in making, maintaining and 
replacing machinery, and thirty persons using it in factories. (There 
is also an interest cost on the capital involved, but this does not come 
into the argument of this paragraph.) Then, if the demand is the same, 
the establishment of factories would mean that forty people would do 
the work formerly done by 100, and that sixty would be reduced to 
destitution. The validity of the conclusion depends upon the assump¬ 
tion that the demand is the same. If, on the contrary, the demand in¬ 
creases by sixty per cent, there will be work for everybody if forty 
work in factories and sixty in cottages; and if the demand increases by 
150 per cent, there will be work for everybody in factories. The cot¬ 
tage industry argument is therefore just a part of the general argument 
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about technological progress. If productivity increases faster than 
demand, unemployment is created; but if demand increases faster 
than productivity there is either inflation or increased employ¬ 
ment. 

The moral is simply that measures to increase the productivity of 
manufacturing industry (whether cottage or factory) must be 
paralleled by measures to increase the demand for manufactured pro¬ 
ducts. This demand comes only to a small extent from industrial 
producers themselves, who are only a small proportion of the popu¬ 
lation of such countries. It comes to a greater extent from all other 
classes, of whom the farmers are far and away the largest category. If 
capital is being put into developing manufacturing industry while a 
country’s agriculture remains stagnant, the result is bound to be 
distress in the manufacturing sector, as factory and cottage workers 
compete for a limited demand. But if there is balanced development, 
with the productivity of the farmers growing rapidly, and the demand* 
for manufactures correspondingly increasing, there is ample scope 
for investment in industry. Moreover, in over-populated countries 
industrialization to some extent depends upon developing an 
international trade in manufactures. The secret of most development 
problems is to maintain a proper balance between sectors, and we 
shall have more to say on this subject in later chapters (Chapter V 
section 3(6), Chapter VI, section 2(a), Chapter VII, section 1(6)). 

When all this is said, it remains true that in countries which have 
surplus labour, capital can be put to better advantage in the early 
stages of development by using it to expand transport and other 
public utilities irrigation and other agricultural requirements, and 
tnose torms of manufacturing where the advantages of large scale 
production are greatest—especially metals, chemicals, engineering 
uilding materials—than by using it to compete with what the cottage 
workers can do fairly well—especially the weaving industry. Thisls 
only a temporary phenomenon. If development is takingTlace the 
demand for cottage products will soon catch up with the suddIv and 
there w,ll be room for an expansion of factories without sig'nitont 
unemployment resulting. Whether in the meantime the estabfishr^n 
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5. INSTITUTIONAL CHANGE 
(a) The Process of Change 

So far we have considered social institutions solely from the point 
of view of their compatibility with economic growth. Now it is time 
to consider how institutions change, and whether change follows 
pre-determined paths. 

Perhaps it is as well to remind ourselves at the outset that econo¬ 
mic change does not result exclusively from changes in institutions. 
Economic growth may occur because of an increase in capital forma¬ 
tion, or because new technological knowledge becomes available, or 
for other reasons not originating in institutional change; a clear 
example of this occurs when foreigners bring new knowledge or new 
capital. Growth originating in one of these factors is almost certain 
to cause institutional change. Alternatively, there may be institutional 
changes which do not originate in economic change, such as changes 
produced by religious, political or natural upheavals—the idea that 
all social upheavals have an economic origin amounts to thinking 
that men are motivated by economic interest only, and is palpably 
false. This section is confined to studying the nature, the causes and 
the effects of institutional change; but there is no suggestion that this 
is the primary or exclusive cause of economic change. 

Our enquiry into the compatibility of institutions and economic 
growth led to the conclusion that institutions promote growth accord¬ 
ing to the extent that they associate effort with reward, according 
to the scope which they allow for specialization and for trade, and 
according to the freedom they permit for seeking out and seizing 
economic opportunities. Now the institutions of different countries 
differ greatly in these respects. Also the institutions of any one 
country are changing all the time however slowly or rapidly. They 
may be changing in ways which are favourable to growth, but they 
may also be changing in ways which restrict growth. 

Probably the most important characteristic of institutions, from 
the angle of economic growth, is the amount of freedom to man¬ 
oeuvre which they permit. Once it is possible for people to seize 
economic opportunities, growth will occur, and as it occurs institu¬ 
tions will accommodate themselves so as to protect incentives and to 
encourage trade. Conversely, if opportunities are reduced, growth 
will decline and institutions will begin to be adjusted towards stag¬ 
nation. Suppose, for example, that gold is discovered in a community 
where all the institutions are unfavourable to growth—where there 
are only rudimentary conceptions of property, where families are 
self-sufficient, and where new activities cannot be started except under 
the strictest licence, which is seldom given. Then suppose that some 



ECONOMIC INSTITUTIONS 


143 


person—whether private individual or public official—is given a 
licence to mine the gold, to hire labour, and to import materials and 
staff from abroad. This is all that is needed to revolutionize in¬ 
stitutions. The families will cease to be self-sufficient; there will be 
an immense growth of internal and external trade; property relations 
will become subtle and complex; and so on. Given the chance to 

seize opportunities, men will in due course alter all their institutions 
accordingly. 

It follows that change reinforces itself cumulatively. Once econo¬ 
mic growth has begun, institutions change more and more in 
directions favourable to growth, and so strengthen the forces making 
for growth. Alternatively, if the rate of economic growth begins to 
decline, institutions become less favourable to growth; monopolies 
are more acceptable and more easily maintained, families become 
more self-sufficient, vertical mobility is reduced, and social status 
plays a larger economic role, even to the extent of a movement 
towards feudalism. 


It is easy to see why there are these cumulative processes. The con¬ 
tinuance of a social institution in a particular form depends upon its 
convenience, upon belief in its rectitude, and upon force. If growth 
begins to occur, all these sanctions are eroded. The institution ceases 
to be convenient, because it stands in the way of opportunities for 
economic advancement. People then cease to believe in it. Priests, 
lawyers, economists, and other philosophers, who used to justify it 
in terms of their various dogmas, begin to reject the old dogmas, and 
to replace them by new dogmas more appropriate to the changing 
situation. The balance of political power also alters. For new men are 
raised up by economic growth into positions of wealth and status; 
they challenge the old ruling classes; acquire political power slowly or 
in more revolutionary ways; and throw force behind the new instead 
o the ancient institutions. Once economic growth begins it will 
certainly erode the old institutions, and create new ones more 
compatible with further growth. In the same way, when growth stops 
the institutions which suited an expanding economy are no longer 
appropriate. People cease to believe in them; the priests, the lawyers 

mL eC r I J° miStS aDC l the P hi,os °P hers turn against them, and the 
powerful groups who favour the status quo are able to enforce 
changes unfavourable to economic growth. 

These cumulative forces work in the same way if the change starts 

FoV.h the ,i! C 0 n 0 m i C °PP ortunities but in the institutions themselves 

f,° n the " 1,16 very fact that people become more willing or have more 
chance to seize opportunities will itself either create or reveal new 
opportumties to be seized; and the emergence of new opportumfe 
will in turn reinforce the changes in beliefs and institutions. It is 
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because of this cumulative interaction of economic opportunities 
and of beliefs and institutions upon each other that it is usually so 
difficult to lay one’s finger on the ‘fundamental’ cause of change— 
to say, for example whether in Western Europe in the thirteenth to 
sixteenth centuries it was growing economic opportunities which 
brought theological changes, culminating in Reformation and 
Counter-Reformation, or whether it was changing theological con¬ 
ceptions that permitted people to make use of opportunities which 
would have existed in any case. All such questions are usually un¬ 
answerable. 

The adjustment of institutions to changing economic circum¬ 
stances may be a painful process. It is neither balanced nor complete. 
Change begins at some spot in the web of beliefs and relationships, 
and spreads outwards from there. Consequently some beliefs or 
habits in the culture are changed completely, while others continue 
to be held firmly. The new and the old are mixed illogically and in 
curious proportions, which differ widely from society to society. The 
transformation is never complete. This is why western capitalist 
countries differ so much from each other even today. They retain 
pre-capitalist ideas in different proportions, and differ in such matters 
as the closeness of kinship ties, equality of opportunity, attitudes to 
private entrepreneurship, attitudes to private wealth, and many other 
matters. A society in which the acceleration of growth has occurred 
only in very recent decades always displays many incongruities. 
People take a long time to adjust themselves to a money economy; 
to learn to take advantage of opportunities expressed in money terms; 
and to learn how to spend or how to keep money when they get it. 
They need a new pattern of morality, which may take a long time to 
be created; for they cease to live in a community where obligations 
are based upon status, and move into one where obligations are 
based upon contract, and generally upon market relationships with 
people with whom there are no kinship ties. Thus a community which 
has hitherto been extremely honest may become extremely dishonest, 
until people learn that honest service in labour or in goods has to be 
given even to perfect strangers in fulfilment of contracts expressed in 
terms of money. There has to be also a new sense of values; people 
no longer respect the old superior status; chiefs, grand-uncles and 
elders no longer command automatic obedience. Leadership shifts to 
other directions, and much time may pass before the new leaders 
either command or deserve to command the same sort of respect as 
the old. The decline of the old morality is one of the more painful 
aspects of economic change, and it is one reason why the moralists 
and anthropologists are usually opposed to change, or at any rate, to 
rapid change, since they know that rapid change causes old beliefs 
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and institutions to disintegrate more rapidly than new beliefs and 
institutions can be integrated in their place. Another example of 
incongruity which excites much attention in these days is the lack of 
balance between birth and death rates which occurs shortly after the 
start of economic growth, causing the population to increase. (There 
is similar excitement when economic decline is accompanied by fall¬ 
ing population.) In a stagnant society birth and death rates are 
roughly equal at high levels. Then when economic growth begins, the 
death rate begins to fall; at first merely because the growth of 
communications and trade puts an end to local famines; later because 
of improvements in public health measures and in medical treatment. 
The death rate falls long before the birth rate starts to fall, and in the 
interval population may double in anything from sixty to thirty years. 
It takes some time for people to realize that if they are going to con¬ 
trol death rates they must also control birth rates. (We return to this 
subject in Chapter VI.) 


Faced with the incongruities of change, many people have won¬ 
dered whether social change could not be regulated in a ‘balanced’ 
way, i.e. by preventing some beliefs and institutions from changing 
more rapidly than others. The answer seems to be that this is im¬ 
possible. A culture cannot be changed in all its myriad aspects simul¬ 
taneously and in equal proportions. Some parts feel the strain more 
than others, and give way, pulling others with them in differing de¬ 
grees. We cannot always predict what will give way first, because this 
vanes m societies according to their history and traditions; neither 
can we predict what parts of the culture will be pulled along, or in 
what proportions. The only way to prevent unbalanced change 
would be to prevent all change, and this no one can do. 

t u- umP 6 ’ Whi,e h is true that we cannot foresee all the changes 
which will result from any particular event, it does not follow that we 

can have no influence whatever upon the course of change. For 

example, we know that industrialization has resulted in the creation 

ot u™an slums in many countries in the past, but we also know that it 
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pends partly upon how development is sponsored. If it is sponsored 
by foreign capitalists and governments, who show their contempt 
for the old political, religious and family leaders, it will erode 
established authority more quickly and effectively than if it is spon¬ 
sored under established leadership. The Japanese are sometimes said 
to have adapted Western capitalism to suit their own way of life, but 
it is doubtful whether this was a conscious process. The fact is rather 
that the sponsorship of capitalism by already existing Japanese 
leadership groups reduced to a minimum the conflict between new 
ways and old authority. Economic growth has its least revolutionary 
consequences—in terms of its impact upon attitudes and social 
relations—when it is also least revolutionary in the class sense; that 
is to say when the new entrepreneurial leaders are accepted and 
sponsored by the old political, religious and social hierarchies. This 
is also the great difference between Asian and African reactions to 
economic growth. In Asia the old religious and political systems were 
tougher than in Africa, and were not competely destroyed by the 
Western impact. Whereas, in Africa the European capitalists and 
governments have acted in opposition to, and with contempt for the 
established customs, religions and ways of life, wherever these con¬ 
flicted with European interests, with the result of more extensive dis¬ 
integration. 

Once institutions begin to change, they change in ways which are 
self-reinforcing. The old beliefs and relationships are altered, and the 
new beliefs and institutions gradually become more consistent with 
each other and with further change in the same direction. Neverthe¬ 
less, it is not the case that growth, once started, will go on forever, 
or that decline, once started, is never arrested. 

In the first place, all growth tends to be logistic in character, that 
is to say it starts slowly, accelerates, and then slows down again. This 
is because each stimulus to growth eventually nears the limit of its 
possibilities. A hypothetical example may illustrate. When radio sets 
are first introduced, the public is ignorant of their possibilities, and 
rather sceptical; at first only a few sets sell, but gradually radios 
become popular, and soon they start to sell like hot cakes. Some¬ 
thing like a limit is reached, however, when every household has a 
radio set. As this limit is approached, the rate of growth of sales 
declines sharply. Sales may double in the second year, treble in the 
third, and quadruple in the fourth; but they cannot double every year 
for ever, because there just are not so many people. The same may 
apply to institutional change. When some new principle is introduced 
it is at first resisted. After a while, however, it takes on, and begins 
to be applied with enthusiasm to a widening range of social relations. 
But there must come a time when it has conquered nearly all the 
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ground where it is relevant. Growth is a response to successive 
stimuli, each of which ultimately reaches its limit. Continuous growth 
at a steady rate would therefore occur only if by some accident the 
new stimulus always arrived just as its predecessor was beginning to 
flag. In practice, the most we can expect is not a steady rate of growth, 
but successive surges of expansion, separated by periods of relative 
calm. 

Experience shows, however, that even rhythmical growth may 

come to an end. Some societies have shown vigorous economic 

expansion, followed by stagnation and decline—even to the point 

of leaving nothing but ruins behind. Growth may be followed by 

stagnation, just as stagnation may be followed by growth. History 

shows turning points of acceleration and of deceleration. In all 

enquiries into dynamic processes, it is the turning points which are 

most interesting, since the cumulative processes which follow 

immediately after the turning point are relatively easy to understand. 

We must therefore give most of our attention to studying these 
turning points. 


Let us take first the accelerations. We have already made the point 
that what is fundamental to growth is the seizing of opportunities. 
Thus growth may accelerate either because new opportunities come 
into existence, or because institutional changes now permit oppor¬ 
tunities to be seized which already existed, or for both reasons. 

The new opportunities may be of many kinds. New inventions may 
create new commodities, or reduce the cost of producing old com¬ 
modities. New roads, new shipping routes, or other improvements in 
communications may open up new opportunities for trade. War or 
inflation may create new demands. Foreigners may arrive in the 
country, bringing new trades, investing new capital, or offering new 
chances of employment. Such new opportunities are to a large extent 
mdependent of current institutions. This is not entirely so, and we 
shall be investigating in subsequent chapters the effects of institutions 
upon such matters as the rate of invention or the inflow of foreign 
investment. However, to the extent that such matters are not 
dependent upon a country’s institutions, there may be an accelera¬ 
tion of opportunities, for reasons not connected with any change of 

institutions, and this acceleration of opportunities will be followed bv 
institutional change. y 

It is also possible that there may be institutional changes permitting 

fa^rch fre - d 0 m u 0f ™ anoeuvre > without the underlying economic 
on th hav, f n S Ranged. A possible case, but rare, is a change of heart 

whili P ° f t . he ruler ’ P erraittin S People to manoeuvre in ways 
which were previously prohibited. A more likely case is a change of 

political regime, following upon some shock to the country such as 
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is administered by war, famine, hurricane, earthquake, plague, or 
other disaster. Such shocks, sometimes weaken the grip of the ruling 
cliques, who favour the status quo> and allow power to pass into the 
hands of other persons who have an interest in change. 

Thus acceleration may be due either to a change in the economic 
situation, creating opportunities which did not exist before, or to 
institutional changes which give greater freedom to seize opportu¬ 
nities. In practice, a turning point of acceleration is usually associated 
with both types of change. The economic situation has become more 
favourable to growth, perhaps because of increasing opportunities 
for foreign trade, and this has strengthened the hands of those people 
who wish to change the institutions in the direction of permitting 
greater freedom. 

These innovators are always a minority. New ideas are first put 
into practice by one or two or very few persons, whether they be new 
ideas in technology, or new forms of organization, new commodities, 
or other novelties. These ideas may be accepted rapidly by the rest of 
the population. More probably they are received with scepticism and 
unbelief, and make their way only very slowly at first if at all. After a 
while the new ideas are seen to be successful, and are then accepted 
by increasing numbers. Thus it is often said that change is the work 
of an elite, or that the amount of change depends on the quality of 
leadership in a community. This is true enough if it implies no more 
than that the majority of people are not innovators, but merely 
imitate what others do. It is, however, somewhat misleading if it is 
taken to imply that some specific class or group of people get all the 
new ideas. For each innovator is an individual person, who may be 
advanced in some things, and just as reactionary in others; and who 
has no necessary connection with other innovators, either of class, of 
kinship or other connection. Nevertheless it is sometimes the case that 
the innovators constitute a separate group, or at least are forced to 
become a group, conscious of sharing the same interests, because 
barriers to their advancement force them to band together in self- 
defence or in attack. New ideas are not originated in any single class, 
but the originators may well find themselves moulded into a new 
class by the resistance which society makes to their innovations. 

One of the more fruitful observations in the theory of economic 
growth is the generalization that it is ‘new men’ who play the most 
prominent part in effecting change at this turning point. This means 
that the ruling classes in the previous situation of relative stagna¬ 
tion are seldom to be found among those who are seizing the 
new opportunities, or effecting institutional changes which in¬ 
crease freedom to manoeuvre. In the first place, the ruling classes 
are usually satisfied with the status quo; they have no need to seek 
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new opportunities. It is people who are frustrated by the current set¬ 
up who seek other ways of using their energies and of realizing their 
ambitions. At the same time, while it is not those at the top of the 
social structure who initiate change, neither is it those who are at 
the bottom. Those who are at the bottom may be caught in the toils 
of slavery, or of serfdom, or of caste, and may not be able to seize 
new opportunities; or they may just be too poor, too uneducated, or 
lacking in courage or in traditions of enterprise. The new men thus 
come from intermediate social classes, probably near enough to the 
top to have some resources, some personal freedom, and some tradi¬ 
tion of action. In Japan the new men of 1868 belonged to a lower 
order of the nobility, who were chafing at the loss of former privileges. 
In Western Europe in the thirteenth and fourteenth centuries the new 
men were former serfs or their descendants who had escaped into the 
protection of towns. In Africa the new men are the detribalized, who 
have some smattering of western education, and who can no longer 
fit into the old tribal patterns. Needless to say, this generalization is 
not absolutely rigid. The new men may include among their number 
one or two of the old aristocrats, and one or two from the lowest 
classes, since there are always individual exceptions to the class pat¬ 
terns. The generalization states only that the great majority of the 
new men will be drawn from an intermediate station. 

The new opportunities, in the second place, may challenge the 
economic power of the existing ruling class. They may alter the value 
of land, on which the wealth of that class is based. Or they may 
challenge serfdom, or slavery, or by providing new opportunities for 
employment, may raise wages to the discomfiture of the ruling class. 
Then this class will be hostile to the new opportunities, and there may 
be a struggle for power, even to the point of civil war. Alternatively 
it is possible that the new opportunities do not menace the ruling 
class economically, in the sense of reducing their wealth, but are an 
ultimate menace politically, in the sense that as the new men grow 
rich they will demand an equal share of prestige and of political 
power. In this case compromise is possible, for the ruling class may 
follow the example of the new men in exploiting the new opportu¬ 
nities (consider, for example, the role of the old landed aristocracy in 
the early development of the British coal and iron industries), and 
may agree to receive some of the new men into their ranks by inter¬ 
marriage or by ennobling them. Thus the development of new 
opportunities may in extreme cases require a civil war; but it may 

also be achieved by compromises after struggles of less intensity and 
bitterness. 

The‘Whig’historians have tended to dramatize the role of revolu¬ 
tion in effecting change, while the ‘Tory’ historians have played it 
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down. To the Whigs, revolution has seemed to be the necessary cli¬ 
max of change like the bursting of the egg to release the chicken, or 
of the chrysalis to release the butterfly. The Tory, on the other hand, 
has pointed out that much fundamental change takes place without 
civil war. The old ruling classes may adopt the new ideas, and may 
thus become part of the new ruling class; or they may compromise 
with the new men and incorporate them into the old ruling class. 
If revolution comes, it comes long after the new men first appeared— 
perhaps even centuries later; for it comes only when they have been 
so successful and so well established for so long that they are in a 
position to command enough armed forces to challenge and to defeat 
the government. By this time most of the rights they seek have long 
been conceded. These generalizations, however, go too far. They 
apply well enough to the English Civil War, or to the French Revolu¬ 
tion, or to the wars of independence in North and South America, in 
the sense that the propositions established by these revolutions might 
have been accepted in any case in another generation or two even 
without war. But they do not apply to the Haitian Revolution, to the 
Restoration in Japan, to the Chinese Revolution (1912) or to the 
Russian Revolution, or to the succession of uprisings in twentieth 
century Europe and Latin America which have brought the dictators 
into power. Some revolutions may have been ‘unnecessary’, in the 
sense that history seems to have been going their way in any case; but 
others have created a sharp break with the past, and even a reversal 
of previous trends. 

Another suggestion is that the decisive role in the acceleration of 
economic growth is always played by townsmen. It is probably true 
that townsmen contribute more towards change than do people 
living in the country, not because of their biological superiority, but 
for reasons of environment or opportunity. Thus, the towns led the 
struggle for greater economic freedom in the closing centuries of 
the Middle Ages in Europe; but then townsmen tend to be prominent 
in organizing most political movements, whether their aim is greater 
freedom or less, if only because government is usually done from 
cities, to which the politically ambitious are attracted. It is also 
natural that townsmen should take the lead in the advancement of 
trade, of manufactures, and in these days of invention; and natural 
that the advancement of agricultural techniques has depended, until 
the scientific revolution of recent decades, mainly upon the country¬ 
men. The atmosphere of towns is also alleged to be more favourable to 
the attitudes and beliefs which favour growth. The fact that large 
numbers of people are thrown together in towns, in a competitive 
struggle for existence, weakens kinship ties and excessive respect for 
status; encourages impersonal economic relations and a willingness 
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to trade wherever opportunities are favourable; and sharpens the 
wits. Though, presumably in these and other respects one should dis¬ 
tinguish between commercial towns, on the one hand, and military, 
cathedral, or political towns on the other. In addition, the fact that 
towns develop a great range of arts and entertainments means that 
the opportunities for spending money are virtually unlimited, that 
wealth tends to acquire as much prestige as birth, and that ambition 
is stimulated. Townsmen are also alleged to be more open minded 
and less superstitious than countrymen, and therefore to be better 
placed to pursue those scientific enquiries which result in improved 
techniques. The countryman is impressed by the power of nature, 
since nature so often frustrates all his work, with its droughts, its 
floods, its storms, its epidemic diseases of crops, and other signs of 
its strength. The town, on the other hand, is created by man, who has 
learnt enough of the secrets of nature to be able to erect great build¬ 
ings, to trap water in great reservoirs and transport it where he wants 
it, to summon electricity out of the skies to be his servant, and so 
forth. So the townsman is more easily tempted to believe that man 
can do anything he wants to do, if he tries hard enough. There is no 
doubt that the attitudes of townsmen differ in many respects from 
those of countrymen simply because the town throws large numbers 
of people together. There is also no doubt that some of the results are 
specially favourable to growth. But towns have also played their part 
at the turning points of deceleration. For the town is the home of the 
mob, and mobs are as prone to sweep tyrants into power, who reduce 
the opportunities for economic freedom, as they are to take part in 
liberating movements. The town is also the home of the monopolists 
-—the traders’ associations, the guilds, the workers* combinations— 
whose aim is to restrict opportunities and to keep out new men. The 
town takes the lead in restricting the size of families, which is some¬ 
times good for growth of income per head, and sometimes bad. And 
the town takes the lead in movements for reducing the amount of 
work done, and for working sullenly or resentfully, instead of doing 
he best one can with the job in hand. If therefore a case can be made 
lor saying that towns lead out of stagnation into growth, as good a 
case can be made for saying that they lead out of growth into stagna- 

An alternative, and somewhat opposed suggestion, expects 
economic growth to be most vigorous along economic ‘frontiers’, 
frontier in this sense is hard to define: it combines the idea of a 
place which is geographically remote from the commercial capital of 
a country, with the idea of a frontier between man and nature, that is 

„ * pIace which is stiff settled rather sparsely. Frontiers are 

expected to promote growth both because the opportunities for 
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settlement attract immigration, and also because their distance from 
the capital prevents them from being easily controlled, whether by 
law, by convention, or by the pressure of organized groups. Their 
institutions are therefore free, and easily adaptable. This combina¬ 
tion of opportunity and of freedom attracts from more settled areas 
some men of energy who find themselves frustrated in more hide¬ 
bound conditions. The generalization is of doubtful historical 
validity. If a country has rich resources, whether on its frontiers or 
not, it will attract immigrants; and if a country is attracting a lot of 
immigrants its social institutions will be flexible. As its resources 
begin to be exhausted, or all its lands are taken up, or its differential 
advantages are reduced, immigration will be reduced, and its institu¬ 
tions will tend to be more stable. This much seems true. But there is 
no particular reason to associate it with frontiers. Frontiers some¬ 
times contain attractive resources, and sometimes do not. Every 
country of the world has had frontiers in this sense throughout its 
thousands of years of history, but there are extremely few where 
these frontiers have played a significant role in setting the pace of 
economic growth. 

There is much more in the suggestion that frontiers are significant 
in the ordinary political or cultural sense of the place where two 
nations or two cultures meet. This is because of the decisive role 
which foreigners usually play in economic growth. Indeed we know 
of very few countries where an acceleration of growth can be attribu¬ 
ted exclusively to domestic evolution. This seems to have happened 
in the Fertile Crescent, five thousand years ago, in China, and in 
Renaissance Italy. Most other countries owe a large part of their 
acceleration to foreign contacts. Foreigners bring new ideas of social 
behaviour and social relationships, which challenge established 
patterns, and weaken faith in their moral sanctions. Foreigners also 
bring new opportunities for trade, or for employment. Or it may be 
foreigners who loosen the grip of the existing ruling class, so that the 
new men get their chance to manoeuvre economically, or to make 
their coup d'etat politically. Foreigners may do this by threatening 
war, or by making war, or by conquering the country and in the 
extreme case deposing the existing ruling class. The behaviour of 
conquerors differs, and may make a great difference to the prospects 
for change. Some conquerors come to terms with the existing rulers, 
and support these rulers against dissident groups; while other con¬ 
querors back the dissident and overthrow the ruling class. Recent 
centuries have shown interesting differences in this respect between 
the British and the French. The British in India and in those parts of 
Africa which had strong ruling classes, such as Northern Nigeria, 
have made it their habit to back the ruling classes, and have always 
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been on very bad terms with the new men, who have therefore identi¬ 
fied imperialism with reaction and stagnation—an identification which 
is certainly not true of imperialisms in general. The French, on the 
other hand, have believed in coming to terms with the new men, and 
have gone out of their way to try to turn Africans or Asians into 
Frenchmen, and to use them as a part of the French imperial system, 
even in the very highest positions. We must not, however, be thought 
to be putting an emphasis upon conquerors, for foreign traders, with 
or without war, play as important or more important a role. 

There is also an indirect effect of the foreign impact, namely the 
growth of nationalism, which tends in these days to have important 
economic consequences. We associate nationalist political movements 
with countries which are or have recently been in colonial status, but 
nationalist feeling is by no means confined to such countries. Now¬ 
adays nearly all ‘backward’ countries resent their backwardness, and 
are anxious to stimulate growth, and since backward is a purely 
relative term, the desire that one’s country should not fall behind 
others in economic growth plays its part in the economic policies of 
countries as widely different as Britain and China. 

Strong nationalist feelings sometimes promote growth, but this is 
not always the case. For the ‘new men* in politics and the ‘new men’ 
in economic activity are not the same, do not necessarily spring from 

k fi amC ClaSS> and are not alwa y s in sympathy with each other. In 
the first place, not all nationalist politicians favour economic growth. 

Some, like Gandhi, have reacted against ‘westernism’, and desire on 
the contrary, to return to old ways. These however are in the 
minority among nationalist leaders. In the second place, many of the 
new men in economic activity are foreigners, and are therefore sus¬ 
pected or disliked by the nationalist leaders, who put obstacles in 
their way, instead of encouraging them. Again, many nationalist 
leaders are socialistically inclined; they are therefore suspicious even 
i thenr own native bourgeoisie , and tend to restrict their activities. 
ah the same, nationalist governments tend in the direction of want- 

far-iv modermze ’ lheir economies; some of them extend educational 
ciiiti es , or protect the peasants from rapacious landlords, or em- 

° n schemes f of eapital formation in roads, water or other public 

red,ir/» S fV« 0r attaCk ^ Ste and other obstacles to vertical mobility, or 
tn nr™ * P °^ er ° f su P erstitious priesthoods, or in other ways seek 
so IrZT d ! ange ' Nationalism is a dangerous force, because it is 
great moh^f UP °? st * rnn S. the passions of envy and of hatred in 
and it ic 1 °* P eo P e » but ^ is also sometimes a constructive force, 

to economic^growth art effeCt ' ng institutional chan S es favourable 

This brings us back to a point which we have made before, namely 
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that economic growth results not only from the manoeuvres of 
individuals, but also from the actions of governments. The turning 
point of acceleration may therefore in some cases be associated with 
the coming to power of a group of men—nationalists, for example— 
who are determined to promote economic growth, and who take 
positive measures for this purpose. In the materialistic conception of 
these matters, the new private entrepreneurs come first, capture the 
state, and use it to promote their ends. It may however happen that 
there is not much connection between the new private entrepreneurs 
and the new masters of the state; either may precede the other; and 
they may be hostile or indifferent to each other. If the government is 
both determined and intelligent it can do a great deal to advance 
economic growth, whether by the improvement of public services, by 
education, by the reform of institutions, by the encouragement of 
new industries, or by pioneering with new technologies. We shall be 
returning to these matters in detail in our final chapter. 

We turn next to consider the turning points marking deceleration 
of the rate of economic growth. Here again we distinguish between 
deceleration due to reduced opportunities, and deceleration due to 
institutional changes which restrict freedom to manoeuvre while the 
economic opportunities have not lessened. A reduction of oppor¬ 
tunities may well result in unfavourable institutional change, but we 
wish to distinguish this from institutional change which occurs 
through the evolution of institutions, and not as a result of changing 
economic circumstances. 

Economic circumstances may change unfavourably from a variety 
of causes. Natural resources may be exhausted, or population may 
grow too large, or too small. Other countries, with better resources, 
may develop as strong competitors in international trade. There may 
be a great outflow of capital, or of skilled talent, to newly developing 
countries. There may be natural disaster—earthquake or hurricane, 
for example—or war may have similar effects. Some people have 
suggested that there may be unfavourable genetic change, due to the 
best types emigrating, or to unfavourable types immigrating, or to 
dilution of the superior types by intermarriage with the inferior, but 
we do not know enough about this subject to know how seriously the 
suggestion should be taken. Still others have suggested that there are 
natural tendencies towards stagnation involved in the way people 
spend their money as they grow richer; some say they spend too much, 
and others that they save too much; or that too much goes into tombs 
and monumental buildings; or that a voracious bureaucracy swells 
up; and so forth. In later chapters we shall be considering all these 
matters, both in terms of whether they are inevitable, and also in terms 
of their likely effects. It is sufficient for our present purpose to note 
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that economies can decline for one or other of these reasons, and 
have frequently declined in the past. 

Our present interest is rather to enquire into the decline of econo¬ 
mies on account of institutional change alone, not due to any of the 
matters mentioned in the preceding paragraph. This could occur 
because of increasing divergence between effort and reward, or 
because the channels of trade were increasingly restricted, or because 
of increasing limitations on economic freedom. There are always 
people who have an interest in furthering such developments. There 
are the people who might gain by having an increased share of the 
product of other people’s labour, such as landowners, and would-be 
owners of serfs or slaves; it is not impossible for such people to gain 
political power, even by counter-revolution, and to use it to bring 
about a return to economic exploitation. Then there are the people 
who wish to retain an aristocracy by birth, and who resent the 
measures which aim at increasing equality of opportunity, such as 
progressive taxation, free schooling, or death duties; these also may 
acquire power. There are also the would-be monopolists, who are 
potentially any persons whose interests are damaged by competition; 
this means nearly everybody, since competition damages us in our 
individual capacities as producers, and benefits us only as con¬ 
sumers of other people’s products; and so the political left and right 
may easily find common ground in restricting competition, trade, 
change and growth. And finally there are the planners, left and right, 
who dislike the results of economic freedom, and who may succeed in 
subjecting managers, workers, and controllers of resources to such 
extensive regulation that the pace of change is reduced. It is by no 

means inevitable that economic growth will continue once it has 
started. 

It is necessary to emphasize that institutional change does not 
depend exclusively upon changes in physical environment, in tech- 
nolop, or otherwise in material conditions. Changes in these factors 
o often give rise to accommodating changes in institutions, but it is 
also possible that institutions may change so to speak on their own, 
without material conditions changing. Thus the Haitian Revolution, 
mch destroyed a prosperity based upon slavery, and substituted for 
« poverty and freedom, cannot be attributed to technological or 
nvironmental change. The opposing view springs from excessive 

“j™ on l . he P°wer of the economic trend to dominate political 
° er social beliefs and relations. The economic trend may be in 
rT of developing this or that line of activity, but the political 
trend, or the trend in social attitudes, or the trend in customs and 
“boos, may be all the other way. Prosperity can be destroyed merely 
°ecause people adopt habits or beliefs which are inconsistent with 
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economic expansion, or because groups come into power who impose 
unfavourable institutional changes. 

Whether a society will permit groups to use political power for 
restrictive purposes depends very much on how well educated people 
are in political and economic matters. If enough people value the free 
economy, and are vigilant in preserving it, the economy will remain 
free. To explain why some peoples achieve and preserve freedom more 
easily than others would start a long enquiry, probably without 
conclusive results. It is sufficient for our purposes to observe that 
some communities have freedom in their history and traditions, 
while others have instead a long history and tradition of authori¬ 
tarian regulation. A country which has a long tradition of freedom 
will be vigilant in keeping its institutions free, and if they succumb, 
we may surmise that it has run into serious troubles, such as war, or 
the reduction of its economic resources, which have shaken confidence 
in freedom. Whereas, a country which has a long tradition of illiberal 
institutions finds its freedom hard to win, and hard to keep. 

These differences of history and tradition can sometimes be 
explained by geography. For, just as foreign influences play a great 
part in helping to start growth, so also they play a great part in helping 
to stave ofTdecline. A country is most likely to retain free institutions 
if it is easily accessible. For it is then hard for the social structure to 
ossify. There is a coming and going of people, of goods and of ideas. 
New opportunities create new rich and new poor, and preserve 
vertical social mobility. New ideas prevent the more dusty super¬ 
stitions from taking hold. The constant meeting of strangers makes 
it necessary to take men on their merits, rather than by reference to 
their status. And so on. Accessibility does not guarantee freedom; it 
may even increase the risk of foreign conquest. But it makes it 
harder for the enemies of freedom to prevail; and even the foreign 
conqueror may find it profitable not to stand in the way of economic 
growth. 

(b) The Cycle of Change 

This chapter is concerned with institutions from a particular angle, 
namely their evolution in the direction of stimulating or restricting 
growth, through the association of effort and reward, through 
facilitating specialization, or through increasing economic freedom. 
We have studied acceleration of this evolution, and the cumulative 
processes which are then set in motion; and we have also seen that 
deceleration can occur, and has its own cumulative downward 
impetus. We have next to consider theories of social evolution. Is 
there a path which institutional change inevitably follows? Is there 
a succession of stages? Is there inevitable ‘progress’? Or is the 
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movement of history along some cyclical curve? 

Many people have interpreted history as showing that each com¬ 
munity must pass through certain specified stages of evolution. Such 
stages are defined differently, according to the writer’s interest. If he 
is interested in the way people earn their living, he may see the com¬ 
munity passing inevitably from nomadism, through settled agricul¬ 
ture, to trade and then to industry; and may expect its institutions to 
change in ways appropriate to each of these ways of making a living. 
If he is interested in class relations, he may see instead some such 
succession as primitive communism, slavery, serfdom, proletarianiza¬ 
tion, and ‘socialism’. He may study religious change, from animism 
and ancestor worship to monotheism and rationalism. Or, in the 
sphere of political ideas, he may profess to see an ever widening 
allegiance, from the family, to the village, the nation, the empire, 
and finally to the United Nations. 


Inevitable successions of stages are no longer a popular idea. Even 
the Communists have abandoned the idea that a country must pass 
through capitalism before reaching socialism or—since the arrival 
of communism in China—that communism can be made only by an 
urban proletariat and not by a peasantry. It is now clear that a 
community can bye-pass one or more of these stages, ‘jumping’ say 
from ‘serfdom’ to ‘socialism’, and equally clear that it may move 
backwards* as well as ‘forwards’, say from imperial to racial or to 
national or to provincial allegiance in politics. One reason why stages 
are no longer considered inevitable is that we have become more 
aware of the impact of one community upon another. Perhaps in 
tormer times, when communities were more isolated, each com¬ 
munity could go through a series of stages without reference to what 
was happening in the outside world; but in these days the influence 
oi a tew powerful states stretches all over the world, and even the 
most primitive communities find themselves imitating the most 
advanced, without reference to the difference in their ‘stages’. At the 
same time, those people who believe themselves to be bearers of the 
most advanced ideas, usually also consider their missionary tech- 
ques to be invincible; the Communists believe that they can turn 
ra n tLno? ety . communist > whatever its stage; the rationalists think 
i • * ! S g0od for ever yone; the internationalists carry their 
gospej into th g mo$t remote and self-sufficient villages. The idea that 

are ,nevitable is resisted most by those who consider them- 
ves to have reached the highest stage. 

in^!f- ldea °, f was also bound U P> to some extent, with belief 
belief T! V,t ^ bll,ty ° f progress » and has therefore receded with this 
the <*** C ldea P ro S ress is rather new in human history. Before 
e eignteenth century mankind more usually believed that there had 
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been a Golden Age in the past, and that history recorded the fall of 
man. Then for two centuries belief in the inevitability of progress 
seized men’s imaginations, reaching its height when the theories of 
biological evolution arrived on the scene to complete the trilogy of 
body, mind and spirit—the mind evolving towards rationalism, and 
the spirit towards liberalism. Nowadays hardly anybody believes that 
progress is inevitable, and many dispute even that progress is a 
meaningful concept. Certainly, to bring the matter down to the plane 
of our restricted interest, it is not possible to hold that institutions 
evolve cumulatively in directions favourable to growth, since it is 
clear that there have been many periods in the past when the opposite 
has happened—when slavery has succeeded freedom, or increasing 
obstacles to trade have reduced specialization, or increasing rigidity 
of social classes and castes has reduced the opportunity to man¬ 
oeuvre. Economic growth is not inevitable; and even the most 
vigorous growth can be stifled. 

The nineteenth century optimists were of course aware that growth 
had often been stifled in the past; their belief in progress was founded 
on the idea that men—or at least men of European stock—had 
‘escaped from history’, through the accumulation of knowledge. The 
most plausible defence of the proposition would be to say that it was 
possible for growth to be stifled in the past because men did not 
know enough about it, or about the ways in which it was stifled. They 
lost their freedom because they did not know enough political science 
to recognize attacks on freedom and to create invincible defences. Or 
they permitted measures which stifled growth because they did not 
know enough political economy. With the accumulation of know¬ 
ledge of the social sciences, its diffusion among the people, and the 
increased application of reason in human relations, growth might 
hereinafter be secure. It is precisely this belief in the power of reason 
in human affairs which the twentieth century has lost. We know that 
human affairs are governed by men’s desires, and that these cannot 
be proved to be right or wrong by reason, or be resisted exclusively 
by rational demonstrations. 

To reject inevitable growth or decline is not necessarily to accept 
the cyclical conceptions. One may instead take a neutral position, 
denying both that growth is inevitable and also that a cyclical move¬ 
ment is inevitable. For changes in the rate of growth are not ex¬ 
clusively due to the evolution of institutions. Once more we make the 
distinction between changes which are due to changing economic 
opportunities, and changes which are due to the evolution of institu¬ 
tions. Thus the rate of growth may slacken because population over¬ 
takes resources; or because of natural disaster; or because o a s 1 
in the world’s trade routes; or because of a decline of world demand 
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for the products in which the country specializes; or for many other 
reasons not originating in internal institutional change. One may 
even believe that growth is bound to end sooner or later—for one or 
other of such reasons—without believing that there is necessarily a 
cycle of institutional change. The present chapter, however, is con¬ 
cerned only with changes due to the evolution of institutions; 
changes due to other causes are discussed in later chapters. 

Cyclical theories of institutional change assert that growth pro¬ 
motes contraction, and vice versa . It is not thereby asserted that the 
long run effect of this cycle is to leave the standard of living un¬ 
altered. For cyclical movement is quite consistent with long run 
growth or decline. It is not asserted that the upward and downward 
movements must be of equal magnitude. All that is required is that 
growth and decline should alternate. 

There are three classes of cyclical theories of institutional change, 
operating respectively in terms of biology, of social attitudes, and of 
social groupings. 

Biological theories associate movements in one direction with one 
biological type, and movements in another with a different biological 
type. Men of one biological type exert influence in favour of institu¬ 
tions of the kind that promote growth, whereas men of the opposite 
type are disposed towards institutions of the kind that restrict 
growth. Then, according to such theories, these biological types 
alternate with each other. When the ‘progressives* are in power, they 
promote growth. Inevitably, however, the ruling class comes to be 
diluted with ‘non-progressives’. Why this is so is not clear. Perhaps 
the ‘progressives* fail to reproduce themselves adequately—the ruling 
classes in society usually have fewer children than the rest. Or perhaps 
they inter-marry with the ‘non-progressives*. We do not know enough 
about the relations between human biology and social behaviour to 
pursue this line of thought profitably. 

The cycle in social attitudes corresponds not to biological differ¬ 
ences, but to opposed longings in the breast of each of us. Each of us 
sees the advantages of growth and the advantages of stability; each 
of us wants freedom and control; each of us wants material goods, 
and at the same time realizes that material goods are worthless in 
comparison with spiritual values; and so on. When growth begins, we 
are enthusiastic for it; but after a while it palls. We begin to long for 
stability; we reject materialism and return to spiritual preoccupa¬ 
tions; and so on. Thus social attitudes alternate between favouring 
growth, and reacting against it, and social institutions alter in the 
same way. Such a theory does not, however, explain social change 
until it provides the link between changes in attitudes and changes in 
institutions. For institutions are changed by the efforts of groups of 
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individuals, usually because they have an interest in changing them 
(material, political, religious), and the change is resisted by other 
groups, whose interest is tied up with the status quo. Hence any theory 
of social change has to be translatable into terms of social groups with 
conflicting interests (not necessarily material). 

Cyclical theories in terms of social groups may be idealistic or 
materialistic. The idealistic theories assert, like that which we have 
just considered, that men’s beliefs swing between opposing poles. We 
are for change, or for stability; for freedom, or for authority; for the 
things of this world, or for a passionate concern with God; and so on. 
Whichever is the prevailing mood at the time establishes itself; the 
persons so disposed acquire influence and power, and institutions are 
moulded to their mood. After a while, however, people begin to revolt 
against their way of life. Their outlook has lost the fire which it had 
when it was being established; corruption has crept in; and the 
inadequacies of the philosophy are more obvious. So opposing 
schools are created, and it is only a matter of time before some 
individual of fiery personality founds a ‘new’ faith which sweeps the 
masses in behind him. Then we get a religious reformation, or a 
political revolution, or whatever it may be. These idealistic theories 
presuppose that men are moved by ideas of what life should be—in 
political or religious or romantic terms—and that these ideas by 
themselves, unidentified with material interests are capable of effect¬ 
ing social change; or that if they are identified with material interests, 
the ideas are primary and the interests they attract are secondary 
forces in social change (e.g. that it was Hitler who attracted financial 
backers, and not financial backers who made Hitler). 

The materialistic theories, on the other hand, see social change in 
terms primarily of changing economic interest. These theories may 
take two lines. They may assert that the new economic class which has 
started the acceleration in the rate of growth—the ‘new’ men—in due 
course turns against further change. Or they may assert that growth 
stimulates resistance among those who lose by it, and that these in 
due course organize themselves to restrict further growth. 

The first line may be elaborated as follows. While the new men are 
acquiring power and influence, they favour aggressively the open 
door’. They support competition, increased trade, vertical mobility, 
and the like. However, once they have established themselves, they 
begin to be more interested in protecting their own position than in 
assuring an open door for others. Former free traders now advocate 
tariffs. Former believers in competition now seek to build up mono¬ 
polies. Former social climbers now send their own children to 
exclusive schools, and try to assure them a privileged entry into the 
world of economic affairs. The Radicals become Conservatives. Thus 
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the social system begins to ossify. Besides, economic conditions 
change. The opportunities which brought the new class into wealth 
and power tend to disappear; for there are changes in technology, or 
in demand, or in the sources of supply. Growth is a response to a 
succession of stimuli, each of which may require different treatment 
from the last. This class may not be able to adapt itself to these 
successive changes; it may feel its wealth threatened, and may take 
steps to prevent unfavourable changes. A ruling class tends to lose its 
adaptability because it is hamstrung by its own traditions; there is a 
tendency to glorify the precepts and techniques which brought it into 
power, to look backwards, and to idealize the ways of pioneering 
forefathers. Hence, as conditions change, demanding new techniques, 
the class ceases to be able to cope, and becomes a drag on progress. 
When this class was new, its new men had to challenge an existing 
ruling group before they could make the fullest use of their opportu¬ 
nities; now they in turn may become like the old group, anxious to 
protect themselves from a new generation of new men. 

The second line follows the behaviour of people who are hurt by 
accelerated growth. To begin with, there are people whose skills 
relate to the old technologies or demands, and who cannot adjust to 
changing conditions. There are the craftsmen who build up unions 
to protect themselves, and who impose restrictions on apprenticeship 
or on dilution, and insist on strict demarcation of the jobs which they 
alone may do. There are the small shopkeepers who resent the growth 
of large retailing; they band together to assure themselves protection, 
by exerting pressure on manufacturers, or by lobbying for legislation 
to control the chains. Many different groups are affected by change, 
and many of these groups form associations and bring pressure to 
stop or slow down the changes from which they are suffering. Since 
each of us is likely to suffer from change, in our capacity as pro¬ 
ducers, economic growth makes as many enemies as friends. When 
the social system was young, and demonstrating its power to deliver 
the goods, it commanded the enthusiasm of the people. But, as the 
number of dissidents grows, the ruling class ceases to command the 
allegiance of those over whom they rule. The society is divided against 
itself. There is a new struggle for power, in the course of which the 
ruling class tends to lose confidence in itself, and to compromise with 
the principles on which it came into existence. Barriers are erected to 

protect those whom change would hurt, and economic growth is 
slowed down. 

There is no doubt that these things may happen. Equally we can¬ 
not say that they are inevitable. If there is a cycle, it completes itself 
more rapidly in some communities than in others, for reasons which 
we cannot fully explain. If we ask why community ‘A* has remained 
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free for so long, while community *B’ has lost its liberty so easily, we 
are often driven to such explanations as, ‘these people are less given 
to extremes’, or ‘these people have a better political sense’ or some 
other mere restatement of the question. But if‘A’ can hold out longer 
than ‘B’, perhaps it might hold out indefinitely, learning from ex¬ 
perience what the pitfalls are? Perhaps ‘indefinitely’ is too long; but 
at any rate we clearly cannot predict how long or how short the cycle 
will be, and if the institutional changes are postponed long enough, 
economic growth may accelerate or decelerate for one or other of the 
many reasons not arising from institutional change itself. In sum, 
institutions may change in ways favourable or unfavourable to 
growth. The change may be a reaction against what has gone before 
or it may not. If it is a reaction, it may have set in early or it may be 
long delayed. This is about all that we can say on the direction change 
may take. 
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CHAPTER IV 

KNOWLEDGE 


The proximate causes of economic growth are the effort to economize, 
the accumulation of knowledge, and the accumulation of capital. In 
the two preceding chapters we have examined the effort to economize, 
in terms both of the values which make economy seem worth while, 
and also of the institutions which encourage or frustrate economizing 
effort. In this chapter we consider the accumulation and application 
of knowledge, while the following chapter will deal with the accumu¬ 
lation of capital. We have already emphasized, in our introductory 
chapter, that these three factors are separated only for analytical 
purposes; they are equally important, and mutually inter-dependent. 

Economic growth depends both upon technological knowledge 
about things and living creatures, and also upon social knowledge 
about man and his relations with his fellowmen. The former is often 
emphasized in this context, but the latter is just as important since 
growth depends as much upon such matters as learning how to 
administer large scale organizations, or creating institutions which 
favour economizing effort, as it does upon breeding new seeds or 
learning how to build bigger dams. 

This chapter is divided into three parts. In the first part we 
examine the process by which knowledge grows; the second part deals 
with the application of knowledge to production; and the third part 
deals with training. Once more the division is analytical only. The 
growth and the application of knowledge stimulate each other, and 
where one lags behind the other is certain to lag as well. 

1. THE GROWTH OF KNOWLEDGE 

Knowledge grows because man is by nature curious and experi¬ 
mental. His curiosity causes him to enquire into things because they 
attract his attention, even though they may not be immediately 
relevant to his practical problems. And his desire to experiment is also 
greatly stimulated by the practical tasks in hand, and the problems 
they pose for solution. 

Because each generation builds upon the knowledge of its fore¬ 
fathers the most important invention which has helped the accumu¬ 
lation of knowledge is the invention of writing. Until writing was 
invented each generation could pass on only what it could remem¬ 
ber in the head—and how little this is we can discover if we compare 
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how much history the illiterate historians have passed on, in those 
primitive societies which have a specially appointed class of his¬ 
torians, with the amount of history passed on in literate societies— 
say comparing the history of the nineteenth century in both cases. 
Even more important is the difference which the art of writing makes 
to the handling of abstract ideas. Progress in mathematics, for 
example, is impossible without writing (many illiterate societies do 
not even have words to describe more than the first dozen numerals), 
and in every other field of study the knowledge of illiterates must end 
in the earliest stages of abstraction. 

The second invention which has made all the difference to the rate 
of growth of knowledge is the invention of scientific method. This is 
really the work of the philosophers. It began in Ancient Greece, with 
the invention of logic and of metaphysics, but it did not come to 
flower until nearly two thousand years later, when the Renaissance 
reopened these fields of enquiry. Since that time the rate of growth of 
knowledge has been phenomenal compared with anything that went 
before. 

Accordingly, in considering the growth of knowledge one must 
distinguish three eras, the pre-literate, the era of writing without 
scientific method, and the era of scientific method. In the same way 
we must distinguish between societies according to whether they are 
illiterate, and according to whether their culture and philosophy are 
imbued with the scientific outlook. 

Much of the discussion of the conditions appropriate to the growth 
of knowledge relates to societies in the second stage—literate, but 
pre-scientific. It is fascinating to ask why there was greater progress 
in some countries than in others during this stage, or in some 
centuries than in others, within the same country. Similar questions 
might be asked about countries in the pre-literate stage, though we 
do not get very far with such questions both because the pre-literate 
peoples do not differ so widely in their technical attainments (they 
had invented the same tools, agriculture, smelting, and other tech¬ 
nical processes, the major differences being whether or not they used 
the wheel, and whether they were capable of building in stone), and 
also because the evidence is so scanty. There are greater differences 
and more evidence in the literate but pre-scientific societies. The 
questions are not, however, any more answerable, and since they 
have little bearing upon the practical problems of our time (all 
countries now having available to them the results of the scientific 
revolution), we shall not spend a great deal of time upon them. 

(a) Pre-scientific Societies 

Broadly speaking, the rate of growth of knowledge in literate, 
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pre-scientific societies seems to have depended upon their philoso¬ 
phical attitudes, and upon their class structure. 

The growth of knowledge requires a reasoning, questioning, 
experimental mind. This attitude presumably flourished best in 
certain environments, but we can only speculate as to which environ¬ 
ments were most favourable, and cannot hope to reach firm conclu¬ 
sions on this subject. Presumably the questing mind flourished better 
in countries where religion was competitive, in the sense that there 
were many religious cults, between which the citizen was free to 
choose, than in countries where religion was authoritarian and 
monopolized. Similarly, the enquiring mind would flourish best 
in societies where political and economic pow'er were widely diffused, 
and liberally exercised; this is indeed an indispensable condition for 
free speculation in the field of social institutions. The mind would also 
retain and develop the habit of questioning in an environment where 
it constantly encountered diversity of experience; in the town, where 
visitors come from all over the country, with different ways, rather 
than in the country; in the community engaging in foreign trade, 
and hearing constantly of different modes of living and doing; or 
in the area with many diverse resources, giving rise to great differen¬ 
tiation of occupations, which in turn produces different outlooks 
upon the world. Knowledge grows considerably through the cross¬ 
fertilization of cultures, so we should expect geographical situation 
to play an important role. There may also have been a secular 
pattern; a young and ambitious nation, it has been suggested, would 
be experimental; whereas, as the nation grew successful it would set 
in its ways, take pride in its past, its race, its religions and its institu¬ 
tions, and lose its faith in the virtues of free enquiry. We do not know 
what were the conditions for the questing mind in the pre-scientific 
societies, and we are not now ever likely to find out. 

The same goes for the effect of class structure upon the growth of 
knowledge. Here one gets different results according to whether one 
considers the invention and application of new processes by the 
upper classes, or invention by peasants and artisans. As for the upper 
classes, it has been argued that the growth of science depended on the 
existence of a leisure class, with the time to think abstractly and to 
experiment, but this is a dubious proposition, partly because in such 
societies nearly everybody has leisure for halt the year, when agri¬ 
cultural work has ceased, and partly because at this level of tech¬ 
nology progress comes more from observing and experimenting in the 
course of doing one’s job than it does from abstract thinking. It has 
also been argued that the upper classes arc less likely to be interested 
in the adoption of labour saving devices in slave societies than m free 
societies, but we have already suggested (Chapter III, section 4 (b )) 
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that this argument fails in commercial slavery. As for the attitude of 
peasants and of artisans, it seems likely that much depends on the 
extent to which they are allowed to keep the produce of their labour. 
If landlords and princes are sure to take from them all but the cost of 
subsistence, however much they may produce, they will have little 
incentive to invent or to adopt ways of increasing output. This is 
perhaps the greatest single social factor affecting technological pro¬ 
gress in such societies, since in such societies the attitude of the man 
on the job is probably much more important than the theoretical 
speculations of gentlemen of leisure. Another ‘class* factor which may 
have been important in these societies was the extent to which 
knowledge was monopolized. Though we call them literate societies, 
in fact only a tiny proportion of the people were literate, mostly 
priests, administrators, and business men. In many societies the 
literate guarded their secrets jealously. The illiterate also formed 
themselves into guilds, and made a mystery of their crafts. Know¬ 
ledge does not grow rapidly if it is kept a secret for the few. 

Whatever the reasons may have been, communities have differed 
widely in the status they accorded to scholars, and in the respect and 
affection in which they were held—e.g. consider the favourable status 
of scholars in China or in Renaissance Europe. It seems most doubt¬ 
ful, however, whether these differences in the status of scholarship 
have had much bearing upon technological progress, both because 
few scholars were interested in science, and also because the science 
in which they were interested was remote from technology. During 
most of the written history of man, the growth of technology has 
owed very little to science as we now understand the term, that is to 
the application of an existing body of abstract principles. Invention 
has been done by two classes of people, by the worker at the job, and 
by the professional inventor. The former class includes all those who, 
in the course of their daily activities, observed ways of improving 
their methods, or experimented with ideas which came to them. The 
latter consisted at any time of a few individuals, usually gentlemen of 
leisure, who were interested in the science of their day. For the most 
part their interests were metaphysical, theological, or astrological, 
and if they turned their minds towards invention the results were only 
occasionally of practical importance, if only because their isolation 
from the practical tasks of daily life prevented them from knowing 
in what fields the most fruitful practical contributions could be made. 
In the earliest days these ‘scientists* gave extremely little thought to 
technological questions, However, with the passage of time, the 
accumulation of technical knowledge, and the writing of the* first 
treatises on the subject, an increasing proportion gave their minds 
to such matters. There was a comparative outburst of mechanical 
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invention in the Greek world, during the five centuries before the birth 
of Christ. Thereafter, so far as we know, the interest of scholars in 
these matters was subordinated to theological and other speculations, 
and there is no similar outburst until after the Renaissance. 

It is just as difficult to account for a decline in the rate of growth of 
technical knowledge in one country as it is to account for differences 
between countries. Presumably one has to seek the reasons which 
cause scholars to disinterest themselves in technology, investors to 
lose interest in labour saving, or the common people to lose interest 
in increasing output. One has for this the same range of explanations 
as we saw in Chapter III, section 5, when we were dealing with the 
general problem of institutional change. One can invoke biological 
factors, or changes in the valuation placed upon material things, or 
changes in political or religious attitudes which make free enquiry 
dangerous, or checks to investment resulting from monopoly or from 
insecurity, or increasing pressures upon the common people which 
deprive peasants and artisans of the incentive to increase their out¬ 
put, or excessive war or civil strife. The most interesting case for study 
is the apparent decline of technological progress in the Greek world 
after about the first century B.C., for which no fully convincing 
explanations exist as yet. There is also considerable discussion of the 
possibilities of technical stagnation in our own day, to which we 
shall refer in Chapter V (section 3(d )). 

(b) Invention and Research 

The third stage in the history of technology begins with the 
Renaissance, which stimulated the growth of knowledge in every 
field. In so far as relates to economic growth, the most important 
results of the intellectual activity of the Renaissance occurred in the 
philosophy of knowledge, in mathematics, in social science and in 
mechanical invention. In the philosophy of knowledge the founda¬ 
tion was laid for the development of pure science which, though 
it did not begin to flower for some time, in due course proved of 
such fundamental importance. Mathematics gained immediately, 
though the consequences of this were also postponed. The social 
sciences also gained immediately, for there were set in train at once 
political speculations out of which the modern studies of economics, 
politics, psychology, jurisprudence and sociology have grown. There 
was also a revival of interest in mechanical inventions, which game 
momentum in the sixteenth, seventeenth and eighteenth centu ies, 
until the nineteenth century saw the emergence, among t' 1 ?? ass ° f 
inventors, of people who engaged in invention not as an o s 00 0 
their dailv labour, or as gentlemen of leisure seeking knowledge, out 
as a full time occupation, at which they hoped to make their fortunes. 
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Pure science made its contribution to technology first of all through 
chemistry, starting slowly in the seventeenth century, and not achiev¬ 
ing spectacular effects until the nineteenth. Then came also the appli¬ 
cations of electricity, and in our own century the spectacular contri¬ 
butions of other branches of physics. 



relationship which now exists between science and industry. The 
layman thinks of the world in which he lives—at any rate the mani¬ 
pulated part of it—as having been created by science, and is often 
astounded to learn that over large realms of industry the practical 
men have no use (or have even contempt; for scientists. The fact is 
that the great inventions of the eighteenth and nineteenth centuries 
were not made by scientists—the steam engine, the inventions in 
weaving and spinning, the new system of agricultural rotations, the 
new ways of smelting ores, the machine tools—these were all 
invented by practical people who knew no science, or very little. It 
is only in the twentieth century that a scientific education has become 
essential for the would-be inventor, or that the discoveries of science 
have become the major source of further technological progress. 

Science has affected invention in the twentieth century in more 
ways than one. Not only has it become necessary to be a scientist in 
order to be an inventor, but a good deal of invention has now passed 
beyond the individual working on his own, into the laboratory 
staffed by a team of scientists. These transitions are by no means 
complete. It is still possible for the worker at the bench, using his 
machine, to notice ways in which performance could be improved, 
and to suggest useful modifications. Progress is still made in these 
ways, though it is not great in relation to the total stream of inven¬ 
tion. It is also still possible for the lone inventor, with some scientfic 
knowledge combined with a mechanical flair, to make quite impor¬ 
tant inventions. Probably the greatest number of inventions in the 
fields of mechanical engineering, as well as of animal or plant 
genetics, are still the work of a single mind. Team work has its best 
use in the chemistry of materials and in the physics of radio and of 
nuclear fission. 


Much is now said and written about the organization of techno¬ 
logical research, meaning by this the kind of research which is done 
by teams in expensive laboratories. It is still, however, necessary to 
take account of the work of the lone inventor. His position seems also 
to have been transformed. A few still work on their own, at home or 
in their laboratories, in their spare time, or even full time, but most 
have found invention too risky a source of full time income. The 
majority seek employment by others, who will provide a laboratory 
and a salary, with perhaps also a share of royalties. They may share 
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the laboratory with other inventors, each pursuing his own line. And 
they may be restricted by their employers as to the subject on which 
they may work. Conditions range all the way from freedom to work¬ 
ing in a team. The number of gentlemen of leisure, who invent for 
pleasure, is insignificant (it always was). 

The growing importance of team research presents new prob¬ 
lems of organization. Such research is very expensive, and is there¬ 
fore beyond the reach of individual small firms. It is therefore the 
very largest firms which have pioneered this kind of research and this 
in turn gives them a very substantial competitive advantage over 
their small and medium size competitors. This advantage, however, 
is reduced if research is disintegrated from other activities of the 
firm, and done collectively for a group of firms or for an industry as 
a whole. This line of development has been pursued in the United 
Kingdom. On the one hand there have been created, with some 
financial help from the government, a large number of co-operative 
research institutions, owned and controlled by such firms as care 
voluntarily to join and to subscribe to the institution. And on the 
other hand there are also a number of government research institu¬ 
tions, wholly financed and controlled by the government, whose dis¬ 
coveries and inventions are open to all, such as the institutions con¬ 
trolled by the Department of Scientific and Industrial Research. 
Besides these institutions, the government also makes grants to 
private institutions, including university departments, to conduct 
particular researches; this is the principal way in which bodies like 
the Agricultural Research Council or the Medical Research Council 
discharge the duties laid upon them. This disintegration of team 
research is not complete, since in addition to what is done collective¬ 
ly or under government auspices, large firms continue to finance 
their own private teams and laboratories. 

Another effect of science upon the growth of technical knowledge 
has been to divide the process into three separate stages, namely the 
formulation of scientific principles, the application of these prin¬ 
ciples to given technical problems, and the development of technical 
inventions to the point where they are ready for commercial ex¬ 
ploitation. The first of these stages, the advancement of pure science, 
is now almost entirely left to the universities and to other non¬ 
commercial organizations. Now and then an industrial firm may per¬ 
mit a scientist in its laboratories to pursue researches which have no 
immediate relevance to its technical problems, but this is rare. T e 
second stage, the stage of technological research, applying known 
scientific principles to the solution of commercial problems, is t le 
point where the inventors and industrial research teams, private, 
co-operative, and public, take over from the universities (some sue i 
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work is done in universities and technical colleges also, but for these 
it is a lesser occupation). The result of the work done at this stage is a 
formula, a blueprint, or a model. Then comes the problem of trans¬ 
lating this result into something which can be manufactured cheaply, 
in large quantities, and at standard quality. This production prob¬ 
lem, known as the development stage, is often as difficult and as 
costly as anything that has gone before. For example, the idea of an 
aeroplane driven by jet propulsion preceded by many years the first 
flight of such a plane; vast time and money went into such problems 
as choosing metals able to stand the heat, or designing fuselages 
appropriate to the speed. The development stage cannot always be 
distinguished sharply from technical research, either because some 
of the development problems are technical, or because the same 
people engage in research and development. A line of principle can 
however be drawn. 

In its effects upon the structure of industry the development stage 
presents the same problem as research, namely that in some in¬ 
stances only the biggest firms can afford to undertake the develop¬ 
ment work, and this gives them an advantage over their smaller 
rivals. Could this problem be tackled in the same way, namely by 
disintegrating development from the other responsibilities of the 
firm? The obstacle to doing this lies in the fact that the decision 
whether development should go forward is essentially a commercial 
decision, to be made in the light of estimates of the potential demand 
for the commodity, while the decisions which are made at the pre¬ 
vious stages are more of the nature of scientific decisions. The 
advancement of pure science is in the hands of scientists, who go 
more or less by the principle that all knowledge is worth having for 
its own sake, a principle which is fortunately but only secondarily 
supported by the belief that all scientific knowledge becomes useful 
in due course in one way or another. At the stage of technological 
research, the decisions are not so exclusively scientific; some com¬ 
mercial judgement is also needed in choosing the problems which it 
is worth trying to solve; all the same, the scientific element is still of 
great importance, and not much is lost by disintegrating these 
decisions to institutions ruled jointly by scientists and by business 
men. It is quite appropriate at this stage that time and money should 
be spent on demonstrating a much larger number of possibilities than 
will in fact be taken up. However, once the scientists have demonstra¬ 
ted at the research level what is possible, their role is largely ended. 
The decision which of these possibilities is worth exploiting, and 
which should be neglected, is a commercial decision, to be made by 

people whose expertise is rather in the field of production costs and 
of potential sales. 
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In a private enterprise economy, this decision is left to the in¬ 
dividual firm, which must make its own estimates and lose or gain 
according as the estimates are right or wrong. Alternatively, the 
decision could be entrusted to a committee of all the business men 
in the industry concerned, in which case the industry as a whole 
would decide which inventions to develop, and the industry as a whole 
would pay the cost. Apart from the difficulty of defining an industry 
for this purpose, many people believe that the effect of this would be 
to hold up progress, either because the industry acting collectively 
would also act monopolistically, to protect existing investments 
against technical change, or else because the collective judgement of 
new ideas is so often wrong that it is arguable that progress depends 
on individuals being free to back their own judgement despite 
collective disapproval. The decision might also be entrusted to a 
government committee created for this purpose, and given funds for 
developing new inventions. Such an agency has been created in the 
United Kingdom, but it has no monopoly of development, and can 
make decisions only about such inventions as are offered to it. To 
give a monopoly of decision to a government committee would seem 
to have the disadvantage of both worlds; because the decision would 
have to be made collectively the individual initiative would be 
suppressed; and because the decision makers were not using their 
own money they would have no pecuniary motive to take care that 
their decisions were commercially sound. We may therefore con¬ 
clude as follows. We are likely to get best results at the development 
stage if any person who thinks that an invention will pay is free to 
back it with his ow n resources or with those of others who are willing 
to share the risk. In those cases where the development is very 
costly, this gives an advantage to those who command large re¬ 
sources. If, to avoid this differential advantage, development were 
made a collective responsibility, other disadvantages would follow. 
There is no perfect solution for any social problem. In any case, the 
advantage of large scale organization in some fields is one of the facts 
of life; we cannot always escape it, however much we try. 

The division of the process of invention into the three stages of 
pure science, technical research, and development helps to throw 
light on the problem of patents. Discoveries in pure science cannot be 
patented. They are also not usually kept secret, not because the 
discoverer could not sometimes make a fortune by applying his 
discovery secretly, but mainly because it is contrary to the pro¬ 
fessional code of scientists to keep their discoveries secret. The 
advancement of science requires that many minds should work at the 
same problems, each fertilized by the thought of the others, and 
science would certainly suffer if the freer exchange of ideas were 
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substantially restricted. There are such restrictions today, on the 
movement of scientists across frontiers for international discussion, 
and on the publication of results in fields closely related to national 
defence; the restrictions are still small, but many people fear them 
because they fear that once the principle of free exchange of ideas is 
violated, restrictions may spread more widely. Since scientific ideas 
do not become private property, scientists cannot live by selling them. 
Hence the advancement of pure science is largely a charge upon the 
public funds. 

When we pass to the stage of technical research, the results are 
patentable. This follows from the fact that technical research is 
financed mainly by people who expect to make a profit from it, and 
who must therefore obtain private property in the ideas derived there¬ 
from. In the nineteenth century, when invention was done mainly by 
lone inventors, it used sometimes to be argued that the flow of inven¬ 
tions would not be significantly reduced even if the ideas could not 
become private property; either because the number of inventors 
inventing for the love of the thing was enough to keep up an adequate 
flow of inventions; or else because the inventor who kept his inven¬ 
tion secret and exploited it commercially could make enough 
monopoly profit out of his invention in the early stages to reimburse 
himself for the expenses of invention. Neither of these arguments was 
accepted universally in the nineteenth century, and their chance of 
acceptance is even smaller today. Inventions must become private 
property if invention is to be financed by private interests. If technical 
research were financed out of public or non-commercial funds, the 
argument for private property would disappear; inventions could 
then be freely available to all. So long as invention is financed by 
interested parties, however, the results must become private property. 
The advantage of the patent system at this stage is that it not only 
protects the owner, but also encourages him to disclose his invention, 
and so maintains the free flow of scientific ideas. 

Our patent system, however, conveys monopolies not only upon 
the inventor but also upon the developer, and later upon the com¬ 
mercial producer. The developer claims his monopoly on two 
separate grounds; he claims a monopoly of development, and also 
a monopoly of subsequent production. The inventor is free to 
license as many developers as he chooses, but in the vast majority ot\ 
cases developers undertake to develop only if they are given an 
exclusive licence. The case for a monopoly of production is, however, 
sounder than the case for a monopoly of development. The mono¬ 
poly of production rests on the same argument as the inventor's 
monopoly, namely, that since development is expensive those who 
are to finance it require some assurance that they will be able to 
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reimburse themselves by having a monopoly of production once they 
have solved the development problems. This is no reason, however, 
for giving a monopoly of development. For just as all inventors 
freely use the principles of science, in a race which gives the patent 
to the first successful inventor, so also there might be a race in which 
many developers worked on the invention, with the monopoly of 
production going to the first successful developer. This monopoly 
would follow automatically if development resulted in patentable 
processes, on the present definitions used by patent law, but the 
protection could also be widened to include the protection of 
all new industries, as the law was originally intended to do (and 
as is now done in those under-developed countries which accord 
‘pioneer status* to new industries). There are still many people 
who argue that neither development nor production needs protec¬ 
tion. Essentially they argue that the advantages to be derived 
from priority are such that there would be an adequate flow of risk- 
bearers even without protection. This is certainly true of a number of 
industries; but it is equally true that there are other industries where 
priority confers little advantage, compared with the cost of develop¬ 
ment, and where the rate of progress might therefore be reduced if 
developers were not given exclusive rights. 

The three-fold division of the process of invention into pure 
science, technical research, and development is important also in 
assessing where different countries should lay their emphasis. For 
example, it has now become popular to say that the United Kingdom, 
when compared with the United States, spends very adequately upon 
pure science, but falls behind in the later stages. It is doubtful 
whether Britain falls behind in the stage of technical research, in the 
sense that fewer inventions per head of the population are produced 
in the United Kingdom than in the United States; on the contrary, if 
we consider recent technological advances—artificial fibres, jet en¬ 
gines, television and the like, the United Kingdom seems to be well 
to the forefront of invention. Where she lags behind is in bringing 
new inventions to the point of commercial mass production. This 
leads to the conclusion that the deficiency is not in research or in¬ 
vention in any sense, but in the incentives for the exploitation of new 
knowledge; we shall therefore return to her case in the second part of 
this chapter. 

The poorer countries differ from the developed in that they have 
no real need to spend significantly on the advancement of pure 
science. For the most part, they can leave this to the advanced 
industrial nations, whose results are freely available to all. There may 
be exceptions in the sense that some parts of science are of greater 
interest to them than are other parts of science, but it is very hard to 
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think of examples in the realm of pure science. In any case, the growth 
of pure science is somewhat like the wind, ‘which bloweth whither it 
Iisteth\ and it is doubtful whether any good would come out of 
expenditures by the poorer countries which were designed to affect 
the discovery of new scientific principles. Technical research is quite 
a different matter. Much of the technical research and invention done 
in the developed countries applies equally to the under-developed 
countries, and can be borrowed wholesale. The developed countries, 
however, have concentrated on applying scientific principles to their 
own problems, which are not the same as those of the under-developed 
countries. For example, the principles of thermodynamics have been 
applied to inventing ways of maximizing the heat utilized in the 
burning of coal, in which many of the poorer countries are deficient, 
rather than the heat utilized in the burning of wood, which some of 
these countries have abundantly. The principles of genetics have been 
applied to improving the varieties of wheat, rather than to improving 
the varieties of yam. The principles of physiology have been em¬ 
ployed to devising ways of living in temperate zones, rather than 
ways of living in the tropics, and so on. Hence there is very great need 
for technical research in the under-developed countries, in all 
matters where they are situated differently from the developed 
countries. Finally, even where the results of technical research are 
applicable, the development problems are different. For methods of 
production which are economic in countries which have abundant 
coal, iron ore, capital and skilled labour, may be totally uneconomic 
in some other countries, whose problem is rather to devise means 
which use mostly the available surplus of unskilled labour, and such 
materials as can be had cheaply on the spot. 

There is no doubt that one of the main deficiencies of under¬ 
developed countries is their failure to spend adequately upon 
research, and upon the development of new processes and materials 
appropriate to their circumstances. Part of the reason for this is 
institutional. In industrial countries private entrepreneurs spend 
great sums on industrial research, because they hope it will pay them 
to do so. The under-developed countries, on the other hand, are 
agricultural. Where their agriculture includes large commercial 
companies, these companies have invested in research (e.g. rubber, 
bananas, sugar) either individually or collectively, but, in all that part 
of their agriculture (the major part) which is not organized on this 
basis, there are no private interests financing research. It follows that 
almost the whole of the research expenditures needed in these 
countries (i.e. excluding mining and commercial agriculture) has to 
fall upon the public purse. Whereas in industrial countries research 
can be thought of primarily as a matter for private interests, with the 
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government plugging gaps, in under-developed countries research is 
primarily a matter for governments, and ought to be one of their 
major fields of activity. 

How much ought they to spend? This is of course an unanswerable 
question. Current expenditure on industrial research and develop¬ 
ment in the United Kingdom is estimated at a little under one per 
cent of the income generated in industry. In the United States 
industrial research is at a similar level, while agricultural research is 
a little less than one half of one per cent of the net value of agricul¬ 
tural output. On the same basis it would not be unreasonable if the 
under-developed countries were to spend on research of all sorts 
(technical, social, health, etc.) a sum equal to between £ and 1 per 
cent of their national incomes (not to be confused with government 
expenditure). There is no firm basis for such a suggestion. All the 
same, current expenditures, which do not reach a fraction of this 
level, are clearly too low. 

So far we have discussed mainly technological knowledge; a word 
must now be said about social relations. Man has been no less in¬ 
ventive in this than in the technological field. The process of inven¬ 
tion, however, is rather different. In the first place, many important 
social inventions were not made by individuals; society, in the pro¬ 
cess of adjusting itself to changing situations, imperceptibly creates 
new social institutions, which are often not recognized as such until 
long after they have been in operation. Yet, there are also cases where 
we can spot the individual inventor and even name the date—0.g., 
wherever the invention is created by the process of legislation, o^ by 
administrative action (unemployment insurance, the collective fafm, 
central banking, government by parliament, to name a few instances). 
In the second place, the stages in the process are different. We can 
think of a stage of enunciating general principles, and a stage of 
applying these principles to problems if we like, but the relationship 
is more often the other way, namely that people who have a practical 
social problem to solve are often led by this to theorize about society, 
so that social theory is much more the result of social ‘research’, 
than research is the application of theory. The development process is 
also very different. Interested persons unite to make propaganda for 
their idea, so that it is either gradually accepted, or imposed by force. 
In other words, social knowledge grows through a political process, 
which throws up particular problems for attention, and the sponsor¬ 
ing of proposed solutions also depends upon political support. This 
differentiates social knowledge from technological knowledge only 
superficially, in the sense that both depend upon interested support. 
All the same the difference is not without importance. For, if the 
technological scientist sells his interested supporter a formula which 
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is false, in the sense that it will not do technically what it is required 
to do, he is soon found out. Whereas the social scientist can get away 
with selling formulae which are false in the sense that they give an 
untrue picture of the world, but which are nevertheless highly 
successful in the sense that they enable the interested supporter to 
fulfil his political ambitions. The moral is that while it may be safe to 
leave the promotion of technological knowledge to interested parties, 
it cannot be safe to leave the extension of social knowledge primarily 
to interested parties. Each one of us has a personal interest in the 
structure of society, which colours our approach to its problems. 
This is as true of social scientists as of anyone else. Social scientists, 
however, have their code of professional integrity, which makes them 
strive to be as objective as they can be in the presentation and 
analysis of facts. The truth about society is therefore most likely to 
be ascertained and promoted by those social scientists who work in 
institutions financed in such ways that scientific freedom is preserved. 

The under-developed societies have as much to gain from borrow¬ 
ing social inventions as they have from borrowing technological 
inventions from the developed societies. To name just a few—the 
invention of an efficient administrative service, relatively free from 
corruption; the invention of free compulsory education; the inven¬ 
tion of a system of land tenure which stimulates investment and 
preserves soil fertility—in fact this book itself may be thought of in 
one sense as a catalogue of useful social inventions. And, again in the 
social as in the technological field, there must be care in borrowing. 
Some of the inventions are inappropriate at current levels of develop¬ 
ment (e.g. Tibet does not need universal insurance against unemploy¬ 
ment); others need modification (e.g. reliance on private enterprise in 
spheres where private enterprise has not developed); and still others 
would be dangerous (e.g. payment of family allowances in countries 
where the population is already doubling every twenty-five years). 
One is often impressed in these countries by the fact that they are as 
short of ideas in the social field (and of people to carry them out) as 
they are of capital or of natural resources. Expenditure on the study 
of society deserves therefore as high a priority as does expenditure on 
other branches of knowledge. 

2. THE APPLICATION OF NEW IDEAS 

There is always a gap between what is known to the experts to be 
the most effective way of doing things, and what is actually done by 
the great majority of people. It is not enough that knowledge should 
grow; it should also be diffused, and applied in practice. The rate at 
which knowledge is taken up depends partly on the receptiveness of 
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the people to new ideas, and partly on the extent to which institu¬ 
tions make it profitable to acquire and apply new ideas. We shall 
consider each of these in turn. 

(a) The Attitude towards Innovation 

New ideas will be accepted most rapidly in those societies where 
people are accustomed to variety of opinion, or to change, and are 
therefore pragmatic in their outlook. We have already considered the 
main factors which create such a situation, when we were considering 
the conditions which favour scientific enquiry (section 1(a) of this 
chapter). The main ingredients we stressed there were political and 
religious variety, and a geographical situation which brings together 
people of many different occupations, or from many different parts 
of the world. A country which is isolated, homogeneous, proud, and 
authoritarian is by contrast unlikely to absorb new ideas quickly 
when it meets them. 

Apart from this general background, the rate at which a new idea 
is received depends also partly upon the idea itself. In the first place, 
not all new ideas are appropriate, however useful they may be in 
some other country. For example a new seed may yield abundantly 
in good weather, but if it is also exceptionally sensitive to drought, it 
is not appropriate to a locality where the rainfall varies widely from 
year to year. A new idea may also be inappropriate because the 
technological level of the society is not yet ready for it. For example, 
a new tool may not be. acceptable unless the local blacksmiths or 
mechanics can make it, or at least can repair it when it breaks down. 
Or the new idea may require considerable changes in capital equip¬ 
ment. For example the adoption of a new high yielding seed may 
require that improved mills be built for grinding it, new barns for 
storing it, or new transport facilities for carrying it. Or the use of 
new fertilizers may have to wait upon the provision of irrigation 
facilities, if the land is otherwise too dry for fertilizers to be produc¬ 
tive. It is not often that a new idea fits into an old technology without 
at the same time requiring a range of other changes of skill, or of 
capital formation, in order to accommodate itself. This is one of the 
main reasons why there is so often a gap between the expert who 
arrives from another country, and the people whom he is advising. 
The expert takes for granted a whole set of conditions upon which 
his innovation depends, but which are no part of his expertise, and 
are not present in his mind. The person advised, however, may see at 
once that the idea will not work in his conditions; of if he does not 
see this at once, may in due course be frustrated when one unforeseen 
obstacle after another prevents him from getting the results which are 
obtained elsewhere. The only remedies for the situation are humility 
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on the part of experts, combined with willingness to make pilot 
experiments on the part of those whom they advise. 

In addition to technological readjustments the new idea may also 
involve social changes, and may be resisted on this account. For 
example, the introduction of central mills for extracting oil from 
the oil palm fruit doubles the yield of oil, but it also deprives the 
wives of West African farmers of the perquisites they get when they 
extract the oil for their husbands, and is therefore strongly and 
effectively resisted by them; it also alters the division of labour be¬ 
tween husband and wife, and anything which does this has far- 
reaching and unforeseeable consequences. Or the innovation may 
damage whole classes of people who earn their living in particular 
ways, and who therefore resist its introduction. Such were the 
Luddites, whose behaviour is repeated daily in every community, 
by workers or capitalists or landowners who lobby to prevent 
changes which would damage their particular interests. Innovations 
are not therefore easily introduced in communities where there is 
tenderness towards established expectations; it flourishes better in 
places where competition is well regarded, and where attempts to 
create or preserve monopoly positions are ruthlessly suppressed. 

The innovation will also have a hard time making its way if it 
conflicts directly with current taboos or religious doctrines. In such 
circumstances a new idea is frequently championed first of all by 
minority groups, such as religious, racial or political minorities, with 
whpse creed it does not conflict; or by frustrated or dissident mem- 
J^rs of the majority group, who take it up as a way of expressing their 
dissidence. This is one reason why progress so often comes not 
through the efforts of those who are in authority, but in opposition 
to their efforts. 

Much depends also on who are the first sponsors of an idea. If the 
idea is sponsored by influential members of the society, it is likely to 
be accepted more rapidly than if it is introduced by people whose 
opinions carry no weight. In some societies influence is wielded by 
persons in authority—by chiefs, elders, priests, magistrates and rich 
men, and the effort of the innovator has to be directed in the first 
instance to persuading people in authority. This is one of the advan¬ 
tages claimed by the British for ‘indirect rule’ in Africa; once the 
chief and elders were persuaded, they told the people what to do, 
and the new idea was universally applied; whereas in more demo¬ 
cratic societies it is much harder to get new ideas accepted. In some 
societies there is tension between those in authority and those whom 
they govern; the old rulers may be on their way out, and real in¬ 
fluence is centred elsewhere. Finding the point at which to begin is 
the first task of would-be disseminators of new ideas. The influence 
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of foreigners also varies very much. If they establish themselves as a 
rich and powerful ruling class, people will probably want to imitate 
them, and their ways will spread. But foreigners may also be hated, 
for anti-imperialist reasons, or despised, because of their lowly 
origins, and some or all their ways may be deliberately rejected. In 
practice, foreigners are the greatest vehicle of new ideas today, 
whether their influence is exercised in person on the spot, or through 
their writings, their films, or their radio programmes, or through 

students and visitors from the home country visiting foreign 
lands. 

(b) Knowledge and Profit 

If new knowledge is to be accepted and applied to production, it 
must be profitable as well as new. It takes effort to acquire knowledge, 
and to apply it may require both extra resources and also extra 
willingness to bear risks. The application of knowledge therefore 
demands an institutional pattern which associates differential effort 
with differential reward. We have already discussed this matter in 
Chapter III in general terms. It remains here only to say a few words 
with special reference to the institutional requirements for the 
acceptance of knowledge. 

Essentially the point is that there must be adequate differentials in 
the rewards for skill, for responsibility, and for risk-bearing. The 
extent of differentiation for these factors seems in practice to vary 
with the degree and the rate of economic development. In societies 
where output per head is not growing, the supply of skill often 
exceeds the demand; it is hard to find work for all the people who 
qualify, and the differential payment for skill is small. This situation 
ceases when growth begins. Economic growth makes enormous 
demands for skills of many kinds. It is associated with a great increase 
in specialization, and therefore in the range of skills. This in turn 
increases the need for co-ordination, increases the average size of 
firm or other economic unit, and increases the demand for supervisory 
and administrative staff. The ‘middle’ classes thus grow rapidly, 
relatively to all others. In this process the differentials between skilled 
and unskilled, literate and illiterate, supervisory and supervised, tend 
to widen. And this process is especially helped if, in order to meet the 
demand for skills, it is necessary to recruit skilled people from more 
advanced countries; for such people have to be paid salaries higher 
even than they could earn at home, and this enables their native 
counterparts also to demand incomes which are disproportionately 
high when compared with the incomes of farmers or of unskilled 
workers. Accordingly, in societies at this stage, differentials are wider 
than they are both in less developed and in more developed societies. 
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The currently high differentials in the U.S.S.R. are an excellent ex¬ 
ample of the point. 

This situation rights itself as the spread of educational facilities 
begins to increase the flow of people with superior training. Com¬ 
pulsory education comes into force, so that mere literacy ceases too 
command a premium. Technical schools and apprenticeship arrange¬ 
ments multiply the supply of carpenters, mechanics, builders, and 
other grades of skilled artisan. Secondary schools produce an out¬ 
flow of typists, clerks, teachers, and personal assistants of various 
kinds. And universities begin to pour out the people needed at higher 
levels. As the supply increases, the differentials are reduced. High 
differentials also stimulate the substitution of machinery; machines 
are introduced to do work for which manual skill was formerly 
required, and these machines are manned by people with little skill, 
at lower levels of wages. There may also be significant institutional 
changes. In the beginning it is the skilled workers who most easily 
organize themselves into trade unions and professional associations, 
for the purpose of raising earnings. But in due course all are union¬ 
ized, and if the skilled feel themselves menaced by the unskilled with 
new machines, they may take particular care themselves to organize 
the unskilled and to keep the differential between skilled and un¬ 
skilled from being substantial. All these factors cause differentials to 
narrow in advanced economies, with well developed educational 
facilities. And they also of course create social tensions, since the 
middle’ classes resent the fact that they are losing their place on the 
economic ladder. 

It seems that much the same happens to entrepreneurial incomes. 
In the early stages of development there is a marked reluctance to 
take the risk of branching out in new lines. Money goes easily into 
land, into trade, into moneylending, and into urban housing, but the 
native capitalists will not venture into mining, into public utilities, 
into commercial agriculture or into manufacturing unless they see 
chances of exceptional profits. Besides, they have little knowledge of 
such matters. These fields are therefore left to foreigners, who bring 
with them new techniques, both of production and also of organiza¬ 
tion, and who in turn are attracted only because they believe that 
they can make much larger profits than they would if they invested 
their money at home. In the early stages of development, profits grow 
as a proportion of the national income, and so do savings (the process 
is described in Chapter V). The foreign entrepreneurs are also widely 
imitated, to the point where eventually native entrepreneurs are so 
numerous that the economy ceases to depend upon foreign entre¬ 
preneurship. It grows up into economic independence, and may even 
m due course begin to export capital and entrepreneurs itself. 
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Outside the sphere of agriculture, which can be conducted on a 
family size basis, economic growth is bound to be slow unless there is 
an adequate supply of entrepreneurs looking out for new ideas, and 
willing to take the risk of introducing them. Thus a private enterprise 
economy will be retarded if it has not enough business men, or if its 
business men are reluctant to take risks, whether because they cannot 
raise the capital, or because they are timid by nature, or because the 
differentials for risk-taking are inadequate. For example, we saw 
earlier in this chapter that many people compare the United Kingdom 
with the United States, and say that the adoption of innovations is 
slower in the former. We pointed out that this is not due to any 
deficiency of invention, for the United Kingdom has been well to the 
fore in inventing new commodities and processes, If there is a de¬ 
ficiency, it is a difference in the rate of bringing new commodities to 
the stage of mass production. This is a deficiency not of research, but 
of entrepreneurship, suggesting that, for one reason or another, 
British entrepreneurs are not as quick to exploit new inventions as 
are their American counterparts. 

Entrepreneurs are stimulated to innovate by the desire for social 
success, by the hope of big profits, or by the fear of great losses if they 
fail to innovate. The first of these motives is weak in societies where 
business success is not highly regarded; the second has no point in 
societies which tax profits and capital gains heavily; and the third 
disappears if the general atmosphere of the economy becomes 
monopolistic rather than competitive. If it is true that British 
entrepreneurs are less enterprising than American entrepreneurs— 
and not every one accepts this as a fact—the explanation is probably 
to be found in one or other of these factors. 

Many under-developed countries, awakening in the middle of the 
twentieth century to a strong desire for economic development, are 
embarrassed by what it seems to require in terms of inequality of 
income, whether as between the ‘middle’ classes and the farmers, as 
between foreigners and natives, or as between profits and other 
incomes. For the climate of our day is hostile to income differentials 
in general, to foreign differentials in particular, and to handsome 
profits in the extreme. These, however, are part of the cost of develop¬ 
ment. One way to respond to this situation is to hold up development, 
keeping it in step with the supply of native skills, and with the capacity 
of the public service to substitute for private entrepreneurship. An 
alternative response is to accept these differentials as a temporary 
cost of more rapid growth. In either case the most effective remedy is 
to multiply as rapidly as possible the skills on which development 
makes acute demands, since this both hastens the possibilities of 
development and also keeps at a minimum its cost in inequality. 
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3. TRAINING PROGRAMMES 

(a) Priorities 

Economic development makes tremendous demands on educa¬ 
tional facilities at every level. There is a greater demand for primary 
education, culminating in the demand that every child of school 
age should have compulsory education. More secondary schools 
are needed, either to supply more secondary education for its own 
sake, or else to provide material for the universities, or for further 
training as secretaries, teachers, or technical assistants. A whole 
range of training facilities is required, for artisans, agricultural 
assistants, teachers, nurses, secretaries, mechanics. Outside the 
range of these institutions there is the field of adult education, 
extending from literacy campaigns or agricultural extension to liter¬ 
ary classes. And crowning the whole system is the need for training 
at university level in almost every branch of knowledge. 

The cost of providing all these services ‘properly’ is beyond 
the budget of any low income country. Hence choice has to be exer¬ 
cised. Shall there be a few well trained, or a much larger number 
half-trained? Or what priorities shall there be as between tech¬ 
nical and secondary, adult and primary or humanistic and techno¬ 
logical? 

Take first the question of priorities. The difficulty education raises 
is that it is both a consumer and an investment service. In so far as it 
is an investment, it contributes directly towards increasing output. 
There are countries where all education is suspect because of its 
potential damage to current authority, whether political, religious, 
racial or caste. But most countries have no difficulty in deciding that 
all educational facilities which directly increase output are worth 
expanding to the limit, in the sense that the money spent on these 
facilities is a capital investment just like money spent on irrigation. 
The difficulty is where to draw the line with those types of education 
which contribute more to enjoyment than to output—literacy for 
example. Some members of the community must be literate, other¬ 
wise they cannot do their jobs. But it is not arguable that the majority 
of peasants, porters, barbers or domestic servants will be so much 
more productive if they are literate as to cover more than the cost of 
educating them. We want education for all these people not as an 
investment, but as a consumer good, because we think it will help 
them to enjoy some things more (books, newspapers), or to under¬ 
stand some things better. (Not that they will necessarily be any the 
happier for this: they will only be more human.) In economic terms, 
such part of education as is not a profitable investment is on a par 
with other consumer goods, like clothes, houses or gramophones. 
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National income is not large enough for every person in the com¬ 
munity to have his fill. 

In the days before education was free, compulsory, and national¬ 
ized, each family solved these problems for itself, buying as much 
education from private teachers as it could afford, having regard to 
its income, its investment programme, and its other needs. Since 
the uneducated are not really in a position to judge correctly the 
advantages and disadvantages of education, the decisions made were 
incorrect, erring presumably on the side of under-valuing education— 
at any rate, in such communities the demand for education is 
extremely small, in relation to the population as a whole. Nowadays 
however, education is a public service, and therefore most of the 
decisions which have to be made are matters of political controversy. 

Political views on educational priorities are changing. Fifty years 
ago most nationalist politicians nailed their flag to the mast of 
literacy; the supreme objective of educational policy was thought to 
be to get all the children into school. The emphasis was primarily on 
education as a consumer service; some of it would also yield divi¬ 
dends in the form of increased output, but it was a matter of national 
pride that the community should be literate, whatever the effect on 
output might be. In these days priorities are changing, and the invest¬ 
ment types of education are receiving a stress which they never had 
before. For example the financial provision for agricultural extension 
services and for technical institutes is expanding rapidly in many 
countries. And adult education is coming to the fore. There are even 
education theorists who say that it is more valuable to teach the 
parents than the children at this stage. What the children learn in 
school, it is argued, they forget or ignore when they return home to 
their unenlightened families; and after five or six years of compul¬ 
sory learning to read, many have forgotten how to read within three 
years of leaving school. Whereas, if the parents are taught to read 
and write, their children will learn too, in one way or another; and 
the parents can also be taught, at their own workplaces or farms, how 
to improve their productive skills. There are even extremists who say 
that too much is claimed for literacy; people should be taught to make 
more of their environments—taught ways of increasing yields per 
acre, or artisan skills, or child care, or Jressmaking, most of which 
can be done without teaching literacy, and is more useful. 

The same sort of ferment engulfs attitudes towards higher educa¬ 
tion. Education at university level is primarily seen as an investment, 
by those who submit themselves to it; it is a means of ensuring 
superior social status and superior income. The status of lawyers 
being what it is, and the income of the most successful lawyers being 
very attractive, this branch of learning has always been dispropor- 
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tionately cultivated. This is one reason why there are too many law¬ 
yers in most low income countries, and why it is believed that some 
lawyers are tempted into trickery in order to make a living. In 
countries where university facilities are provided extensively, the 
number of lawyers is so obviously superfluous that many students 
have to look to other faculties. If at the same time the community is 
not undergoing economic development, so that there is not an ex¬ 
panding market for engineers, scientists or doctors, the country is 
flooded with arts graduates, who have to take any jobs that they can 
get, and who are extremely dissatisfied and first class material for 
political agitation because they cannot get the salaries or even the 
social status which they think their superior education deserves. 

Looked at from the social point of view, the question whether 
university education is a consumer or an investment service depends 
simply on the supply in relation to demand. In those low income coun¬ 
tries where large number of unemployable arts graduates are turned 
out every year it is primarily a consumer service, and is indefensible. 
It is indefensible because the cost of training a university graduate is 
so high that if education is only a consumer service it would be much 
fairer to spend the taxpayers’ money on providing more primary 
schools, or on giving more children a secondary education, rather 
than to spend it on giving a relatively small number education to 
university level. But the situation is quite different in a community 
in which economic development is occuring fairly rapidly. Here there 
is an ever expanding demand for doctors, engineers, biologists, 
administrators, and all the other products of the university. Even the 
demand for more primary education also puts its strain upon the 
university; for, to have more primary students you must have more 
primary teachers; more primary teachers means more secondary 
students; this means more secondary teachers; which means more 
university students; primary, secondary and university education 
constitute a pyramid, where all levels must expand in step. The 
anomaly* of a poor country spending a lot of money to build a 
university when only ten per cent of its children are receiving 
primary education is no anomaly at all. 

The general effect of changing opinions is fo change the emphasis 
of educational budgets. Fifty years ago the main emphasis was on 
primary education, but today in many budgets much greater em¬ 
phasis is given to higher education, to technical education, or to 
adult education (including agricultural extension). The tendency is 
to agree to regard these others as investment expenditure, and to give 
them absolute priority, while leaving the extension of primary 
education to fight for its place in public expenditure with roads, 
nealth, and all the other services which governments have to provide. 
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Apart from the question of priorities of different types, there is also 
the question of the quality of each type. Should primary education be 
provided for all children for five years, or for half the children for ten 
years? Must all primary school teachers have a secondary education 
followed by two years special training—in which case their numbers 
will be small—or should there be a rapid multiplication of teachers on 
short courses, who know little themselves beyond the three R’s, but 
who can then be used for a rapid extension of the primary school 
system? The U.S.S.R. chose numbers rather than quality, and set 
about rapidly multiplying the numbers of half-trained teachers, 
agricultural assistants, dental assistants, medical assistants, and the 
like. There are two arguments for doing this. The compelling argu¬ 
ment is speed. It takes time, and costs a lot of money, to train people 
to the highest standards of their craft. Hence if only the fully qualified 
are allowed to practise, most of the population are left without any 
dental, medical, agricultural or educational facilities, when they 
would be much better off if they could have the services of the half- 
trained. The other argument is that most of the work done by the 
fully trained can be done just as well by the half-trained. Hence it is 
a waste of skill to insist that only the skilled should practise. On the 
other hand, the main political argument against this ‘dilution’ of 
skills is national pride. In several countries where the proposal has 
been made it has been rejected by the press and by the nationalist 
politicians on the ground that national pride demands that ‘our 
doctors (teachers, etc.) should be as good as those in England’ 
or whichever advanced country is the local model. There is also the 
resistance of professional associations, but this would probably not 
be effective if national pride could not also be enlisted on its side. 

Opinion is also changing on the subject of how long it takes to 
teach a skill. Under the influence of professional associations and of 
trade unions the emphasis has hitherto been upon long periods of 
apprenticeship and training. During the second world war, however, 
when speed was of the essence of success, it was conceded that 
people could learn the essentials of a job sometimes in as little as a 
quarter of the time which had hitherto been required. New techniques 
were worked out for giving rapid training, with perhaps the most 
spectacular results in the fields of teaching literacy, and teaching 
foreign languages, but also with specially useful results in shortening 
the time required for training artisans and mechanics. These methods 
can play a major role in places where a shortage of skills is holding up 

development. 

Yet another result of breaking the hold of the professional upon 
training programmes is the realization that education need not pn 
marily wait upon professionals. ‘Mass education* programmes ac 



KNOWLEDGE 


187 


upon the principle that each person who learns should teach, and new 
techniques have been worked out for mass adult literacy campaigns 
which do indeed make it possible for a relatively small number of 
trained teachers to achieve astonishing results, on the basis of 
students passing on their knowledge. The secret of success in any 
adult education campaign—whether in literacy, in agriculture, in 
child care or in Chinese literature—is to win the enthusiasm of the 
students, who not only therefore give their time and their minds to 
the subject, but also infect others with their enthusiasm and pass 
their knowledge on. This enthusiasm is all the more likely when the 
programme takes the student into itself to the extent of giving him 
also a missionary role, than it is in programmes where there is a 
professional barrier between student and teacher. 

The dilution of skills is a perennial problem, since technological 
progress is always rendering established skills useless and creating 
new skills. It would do this in any case, but does this all the more 
because each skill, as it is established, begins to be monopolized by 
people who draw up codes of demarcation and rules of apprentice¬ 
ship, desiring to secure superior status and remuneration for their 
skill, by limiting the numbers who are permitted to practise it. 
Monopoly always presents a challenge to new invention, so that its 
toll may be evaded. Hence every skill has a sort of life history; it is 
born, recognizes itself, becomes subject to a host of regulations, 
excites hostility and evasion, fights a rearguard action against new 
skills which are invading its province, and either compromises or dies; 
all this to the accompaniment of much pride, anger, sweat and tears. 

There are now a number of countries (e.g. the Gold Coast) where 
the funds available for development cannot all be spent because of a 
shortage of required skills. Political factors will determine whether in 
these circumstances the rate of growth will be held up in the interest 
of quality and propriety, or whether there will be a rapid multiplica¬ 
tion of the partially trained. 

(6) Agricultural Extension 

Agricultural education illustrates very well several points which 
we have just discussed, namely the problem of priority, the role of the 
partially trained, and the importance of enthusiasm. 

As for priority, expenditure on bringing new knowledge to peasant 
farmers is probably the most productive investment which can be 
made in any of the poorer agricultural economies. For raising the 
productivity of the soil is in most places the surest and quickest way 
now available of increasing the national income substantially. For 
example, some agricultural experts assert that agricultural yields 
per acre could be doubled in India, by the application of techniques 
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now known—the most important sources of gain being better seed 
selection and control, more use of artificial fertilizers, greater use of 
pesticides, and better conservation and utilization of water supplies. 
Such striking possibilities are not open everywhere, because the gap 
between what is known to the experts and what is done by the farmers 
is not everywhere as great as this. In many places, however, this is 
merely because there has been failure to do necessary research on 
food production. For reasons already mentioned, agricultural re¬ 
search in the tropics has concentrated upon the commercial crops 
which arc exported to industrial countries (sugar, cocoa, rubber, tea, 
etc.), and has almost wholly neglected what is produced for home 
consumption (yams, cassava, sorghums and the like) despite the fact 
that in nearly all these economies the manpower and acreage devoted 
to food production is four or more times as great as that which is 
devoted to commercial crops. 

Research is a pre-requisite to extension, so where the basic research 
has still to be done, there is not yet scope for agricultural extension. 
However, once the knowledge becomes available, the need for 
extension workers is tremendous. If we assume that there should be 
one extension worker to every thousand persons gainfully employed 
in peasant agriculture, that two-thirds of the population are so em¬ 
ployed, and that to maintain an extension worker costs four or five 
times as much as a farmer receives, then the cost of the service, in¬ 
cluding supervisory staff works out at more than a quarter of one 
per cent of the national income. Add to this the desirable cost of 
agricultural research (this chapter, section 1(6) ), and we arrive at the 
conclusion that the Department of Agriculture should be spending on 
research and education somewhere between three-quarters and one 
per cent of the national income. The United States of America 
maintains something like this ratio of service expenditures to agricul¬ 
tural income; it has one extension worker to every 700 persons gain¬ 
fully occupied in agriculture, and it spends upon agricultural exten¬ 
sion and research about three-quarters of one per cent of net agricul¬ 
tural output. The United Kingdom also has a ratio of 1 to 700, but 
among the poorer countries of the world the only country which 
spends at this level upon agricultural services is Japan (it is also the 
only one which has had spectacular increases in peasant productivity). 

If an annual expenditure of one per cent of national income per 
annum could increase agricultural productivity by one per cent per 
annum (equivalent to one half of one per cent of national income) 
this would be an extremely productive investment, since it is equiva¬ 
lent to a return of fifty per cent per annum. The increase in produc¬ 
tivity cannot be credited exclusively to agricultural extension, since 
capital has also to be provided, for water supplies, tools, fertilizers, 
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etc. However, even when allowance is made for other needs, this com¬ 
plex of investments is the most profitable that agricultural countries 
can make. The rates we have used are well within the bounds of 
possibility. In Japan between 1880 and 1920 productivity per acre 
grew at a cumulative annual rate of 1*3 per cent per annum. Rates 
of one per cent have been attained also by England and by the 
United States. Countries which start with a much wider gap between 
what is known and what is done should have no difficulty in achieving 
spectacular yields from what they spend on agricultural services. 

In order to provide agricultural service at this rate there would 
have to be a tremendous expansion in the number of agricultural 
officers. Many very highly trained people would be needed for 
research, and also to supervise the extension service, but the biggest 
expansion of all would be among the extension workers themselves, 
since one is needed for every five to ten villages. It would be im¬ 
possible to provide these numbers if each had to be given a full 
university education in agriculture. But it is also unnecessary and 
undesirable to have university graduates for this work. It is un¬ 
necessary because the extension worker’s job is only to transmit to 
the farmers techniques which have been thoroughly tried elsewhere. 
He needs to have his wits about him, and to know a good deal about 
practical agriculture, since he will otherwise be ineffective with the 
farmers. The best training for this is to have worked on a farm him¬ 
self, doing all the farm jobs, and then to have spent a year or at most 
two being trained in the new techniques. It is also undesirable that the 
officer be a university graduate since his main problem is to make 
contact with the farmers and be accepted by them, and this is much 
more difficult for a university graduate than it is for someone 

whose background is not far removed from that of the farmers 
themselves. 

The extension officer’s main problem is to make contact; not just 
social contact, which is easy enough in village communities, but that 
contact of minds which results in imitation. For example, the main 
work of extension officers used at one time to be done on demonstra¬ 
tion farms, owned and operated by the agricultural service. These 
farms cultivated the best plants in the best ways, and farmers were 
invited to visit them and to see the results for themselves. Even when 
yields were very high the farmers did not always imitate what they 
were shown. They argued that the results achieved on the demonstra¬ 
tion farm would not necessarily be achieved on their own holdings. 
Perhaps the farm had been specially selected for soil or other quali¬ 
ties; perhaps equipment was being used, which the ordinary farmer 
did not possess; or perhaps the workers on the farm had had special 
training, or were receiving special supervision which would not be 
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available on the peasants’ holdings. To get round these difficulties, 
modern extension techniques supplement the demonstration farm 
by persuading a few farmers to try out the innovation themselves on 
their own holdings. It is then clear to the remainder that good 
results have been achieved by farmers just like themselves on holdings 
just like their own. The success is no longer the success of a remotely 
controlled institution; it is the success of their neighbours, and hence 
it calls for gossip, interest, investigation, discussion, and emulation. 
One of the first tasks of the newly arrived extension officer is now to 


find out which farmers are most respected in the district, and most 
likely to be imitated, and to try to enlist their co-operation in the 
campaign he has in hand. 

There is a world of difference between doing extension work in a 
community where the farmers are not used to the idea of technical 
change, and doing it in an environment where farmers look naturally 
to the scientist to solve their problems. In an advanced community 
like England or the United States the farmers know that the geneti¬ 
cists are breeding better varieties, that the entomologists and the 
pathologists are producing ways of controlling pests and diseases, and 
that manufacturers of machinery are constantly introducing improved 
equipment. They are keen to hear about these things, and so they 
subscribe to farm journals, they listen to radio programmes for 


farmers, and they attend meetings of farmers’ clubs. In these ways 
new ideas are disseminated rapidly. The extension problem in back¬ 
ward communities is to create a similar atmosphere, in which the 
farmers look upon the agricultural officers as an essential part of the 
agricultural community, existing in order to make life easier for the 
farmer. Part of the secret of this consists in getting the farmers to 
form agricultural societies, for discussion, for visiting each other’s 
farms, and for demonstrations. The other part consists in really 
having something to offer. If the extension officer succeeds in solving 
some problem which has worried the farmers—some disease for 
example—he will gain their confidence; whereas if nothing comes 
from taking his advice, the farmers will not take him seriously. 

The background to farmers* enthusiasm is sometimes political. 
In a world in which farmers have been exploited for generations by 
landlords, moneylenders and traders it is difficult for them to work 
up enthusiasm for new techniques, especially if they suspect that the 
main result may be to increase the takings of their oppressors. Lan 
reform is therefore often a necessary prelude to successful agricul¬ 
tural extension. If the country’s political leaders begin to take a real 
interest in the farmers* problems—which most often they on 
and show by their deeds as well as their words that they are5 outto 
help the farmers, then the farmers are likely to respond. Agncu 
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extension without the political changes and political enthusiasm 
which it requires may just fall flat. 

We have observed before that the introduction of new techniques 
requires a great number of changes, not only in economic and social 
structure, but also in the provision of capital, and the acquisition of 
new skills. Agricultural extension must therefore be seen only as one 
part in a wider programme of agricultural improvement, which 
includes such other things as roads, agricultural credit, water 
supplies, efficient marketing, land reform, the development of new 
industries to absorb surplus labour, co-operatives, and so on. 
Economic growth always involves change on a wide front, and of no 
sector is this more true than it is of rural life. 

(c) Industrial Aptitudes 

Economic growth results in a continuous decline of the importance 
of agriculture relatively to other sources of employment. Hence other 
industries are continuously recruiting labour from the agricultural 

sector (absolutely, if population is stable, and relatively if population 
is growing rapidly). 

It is universal experience that when labour first comes into 
industry (or mining) from the countryside its productivity is very 
low, compared with that of labour which has been working in indus* 
try for a very long time. There are several reasons for this. First of 
all, the industrial way of life is quite different from the agricultural. 
In agriculture one has short bursts of intense activity, from dawn till 
dusk, associated with planting or with harvesting, followed by long 
periods of idleness or leisurely activity in the seasons unfavourable 
to agriculture. In industry, on the other hand, one is expected to work 
at an even pace for eight or nine hours of every day, five or six days a 
week, throughout the year. In peasant agriculture again, one works 
as one’s master, plying a craft familiar from birth, and making 
numerous decisions all the time. In the factory one is plying a new 
craft, under supervision, doing exactly what one is told, and acting 
merely as a cog in some very complicated mechanism, making per- 
aps one knows not what, to sell to almost certainly one knows not 
whom. The community is also different. In the fields one works alone, 
or with a few chosen friends. Whereas in a factory one works with a 
arge crowd of people whom one has no part in choosing. It takes a 
ong time to grow accustomed to these new ways of living, and to 
settle down into the kind of regularity industrial life demands. It is 
!, that women and children make the adjustment more easily than 
adult men, and that this is one reason why industrial revolutions tend 
o rely so much upon child and female labour in their early stages, if 
ot controlled in this respect. The transition is also easier where the 
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philosophy of the people already includes a great respect for dis¬ 
cipline, for system, and for order in community relations, since this 
prepares them for the highly regulated life which they will have to 
live in large industrial undertakings. Some historians, for example, 
believe that the Germans and the Japanese took easily to industrial¬ 
ization for this sort of reason. 

The differences of background between rural and industrial life 
also explain why new recruits are much better at some jobs than at 
others. For example, however knowledgeable and responsible a 
person may be on a farm, the knowledge required for exercising 
responsibility in a factory is quite different. Instead of having well 
developed instincts for rain and animal or plant behaviour, he must 
have well developed instincts for mechanical processes, which alert 
him to error or to opportunities of improvement. Lacking these, the 
recruit has to be taught one operation ata time, leaving the minimum 
to his discretion; he cannot do jobs where several different operations 
have to be performed and co-ordinated. The division of labour has 
to be all the greater the less skilled is the labour one is using. Cor¬ 
respondingly one needs to have a greater proportion of supervisors, 
to co-ordinate what is subdivided. The need for a high ratio of 
supervisory staff is a mark of all countries where industrialization is 
new, and, when these supervisors have to be imported from abroad, 
this is also one reason why costs in these countries are not as low as 
one might expect them to be, having regard to the low level of wages. 
Alternatively the use of very unskilled labour stimulates mechaniza¬ 
tion, since jobs are subdivided into the simplest processes, and also 
since the machine brings greater precision to some operations than 
unskilled workers can be relied on to have. This, it is sometimes 
thought, may be one reason why mechanization proceeded more 
rapidly in the United States of America^fn the second half of the 

nineteenth century than it did in England. 

These differences of background explain also why discipline tends 
to be so strict and irksome in the early stages of industrialization. 
Many of the things which rural workers have a natural inclination 
to do are incompatible with efficient industry, and the task of form¬ 
ing different natural inclinations is no easier than is the task of pre¬ 
paring children for life as adults. Much of this discipline is crude and 
self-defeating, because it is exercised by persons who do not under¬ 
stand the problem or the people with whom they are dealing, u 
irksome forms of discipline cannot be escaped entirely in the early 

stages of industrialization. -• • 

With the passage of time, workers adjust themselves to their new 

environment, and acquire a new range of knowledge and of instincts. 
They become more skilled, not only in the sense that they now mor 
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operations, but also in the sense that their discretion can be left to 
operate over a wider range of problems—they recognize what is 
wrong as they did not before. Productivity grows with special rapidity 
as between the first generation of urban workers and the second. The 
process is hastened if the newcomers are allowed and encouraged to 
settle down to urban life, making a complete break with agricultural 
employment, and it is least rapid where industry recruits workers 
who remain with it for a year or so, and then return to their villages. 

The use of migrant labour in industry is not a simple issue. There 
are some special cases. For example, Japanese girls leave the village 
to work in the cotton industry, and in due course return to the 
village to marry. Female labour has everywhere a similarly high rate 
of turnover whether migration is involved or not. Temporary mining 
communities are another special case; if the industry itself is only 
temporary, it obviously cannot build up a permanent labour force. 
Apart from these special cases, some industrialists believe that they 
get labour more cheaply in this way. They believe that young men 
who are leaving the village for a year only will do so partly out of a 
spirit of adventure, and will therefore come for lower wages; that 
they will put up with cheap and uncomfortable bachelor’s barracks, 
since the period of occupation is short; that a high turnover makes 
impossible the creation of a strong trade union movement; and that 
if it becomes necessary to reduce the labour force, men can be re¬ 
turned to their villages without bothering about unemployment pay. 
It is most doubtful whether this reasoning is correct. Certainly the 
mining companies of Central Africa, which started operations on the 
basis of migrant labour, are now all abandoning it in favour of creat- 
ing permanent labour forces. Money spent on purchasing an ex¬ 
perienced and settled labour force is often the best investment. If the 
industry is subject to sharp cyclical or other fluctuations it may seem 
an advantage to be able to return the unemployed to their villages, 

but it is hopeless to expect continuously improving productivity on 
this basis. 

Whether permanent or migrant, the new industrial force is too 
often crowded into unpleasant slums, without the amenities or 
advantages of town life. In this environment the incentive to break 
one’s links with the village is at its minimum. There is no reason why 
new industrial towns should not be well planned, and equipped with 
family size houses, schools, parks, churches, cinemas and all those 
other amenities which make a good town a much more attractive 
place to live in (for most people) than a village. Neither is there any 
excuse for not developing a proper range of social services— 
medical services, unemployment pay, pensions and the like—in the 
absence of which the industrial worker is forced to keep one foot in 
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the village, so that he can return to it in case of need. The effect would 
be a healthier labour force, more settled, and more anxious for 
improvement on the job. These things cost more, but they also pay 
off in extra productivity, as well as in human happiness. 

Of particular importance to the productivity of newly recruited 
workers are health and diet. In the poorer countries most people are 
infected by parasites of one kind or another, such as malaria or hook¬ 
worm, which sap their energy and reduce productivity without pre¬ 
venting people from turning up for work. It pays industrial com¬ 
panies to provide free medical services, to see that their workers are 
well housed, and even to have the houses sprayed regularly with 
DDT. It also pays to provide free or cheap meals in canteens, to 
ensure that the workers are properly fed. Good welfare services 
inside the factory are even more necessary in these countries than 
they are in Europe or North America. Much of the difference in 
productivity is due just to unhealthy and malnourished bodies. 

The productivity of labour depends also upon the training it 
receives. Much money is now being spent on building new technical 
institutes in the poorer countries, for a whole range of artisan skills— 
building workers, mechanics, electricians and the like. These in¬ 
stitutes meet a great need, since economic development creates a 
great shortage of all these skills. 

Most of the industrial labour force, however, consists of skilled 
and unskilled workers who learn their work not in an institute but 
on the job. Much of this training is done badly, since the newcomer is 
merely allocated to some other worker who is supposed to teach him 
the job; not many people, however good they may be at their own 
job, are also good at teaching it to somebody else, unless they have 
also received some instruction in teaching, or take a special interest 
in the problem. The more efficient firms select for the purpose 
workers who have proved to have a special aptitude and liking for 
teaching. And they may also create special courses for newcomers, 

and appoint a special officer to run them. 

These strictures on training apply equally to organized systems of 
apprenticeship. A system of apprenticeship is necessary in all those 
trades where experience is necessary to craftsmanship. All the same, 
most apprenticeship systems degenerate into a racket. Interested 
unions or associations prolong the period of apprenticeship, so as to 
reduce the inflow to the trade, and,maintain scarcity earnings. The 
apprentice's time is then misused, since he is expected to spend his 
early months sweeping floors, carrying tools, making tea, or in 
equivalent pursuits. And the journeyman to whom he is attache may 
be a good, bad or indifferent teacher. It is therefore very desirable 
that apprenticeship systems be reviewed from time to time, that t ey 
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be associated with part-time or evening instruction, and that the 
firms which participate should give special attention to the selection 
of those workers to whom the apprentices are assigned. 

Productivity depends, finally, on the worker’s interest in his job. 
This is partly a matter of pay, partly a matter of the prospects of pro¬ 
motion, and partly a matter of the social atmosphere of the factory. 
In so far as it is a matter of pay, what is required is mainly that there 
should be adequate differentials for skill, for superior output, and for 
responsibility, so that the worker should be encouraged to give of 
his best, and should feel rewarded for doing so. Whether these 
incentives should be individual or based on group performance is a 
subsidiary matter, to be decided according to circumstances. As for 
promotion, this concerns relatively few, unless large classes are 
affected by some mass discrimination such as a colour bar, or dis¬ 
criminations based on religion, sex, nationality or the like. Such 
mass discriminations reduce the rate of economic growth, apart from 
their effects on social relations, if only because they deprive society 
of the superior talents of some of those against whom the bar is 
operated. In any case, even if promotion concerns only a few, these 
are a very significant minority, since their performance in positions of 
responsibility may make a substantial difference to the quantity and 
quality of output; it is therefore important that workers should feel 
that there is a clear road open to all who deserve it. As for the social 
atmosphere inside the factory, this is a complicated matter to which 
we made extended reference in Chapter III. It is a matter partly of 
size of firm, of amenities inside the factory, of opportunities for 
consultation, and of a free flow of confidence between workers and 
their supervisors. All industrial communities are wrestling with this 
problem, and we cannot yet be sure that it has any universal solution. 
Une point on which most observers agree is the crucial position of 
ne factory foreman, whether in maintaining good human relations, 
or in ensuring a high level of productivity. The system of selection 
and promotion must therefore be such that men who have the right 
qualities for foremanship are spotted quickly, and given training 
adequate for their important role. 

Behind many of the problems of adjustment to industrial life lies 
e greater problem of the adjustment of ethical codes. The recruit 

fr °- m tribal conditions has a very highly developed 
r* C> w h*^h lays down for him patterns of obligation to a wide 
stahic °r P® rsons ,n relationships of kinship, age, political or religious 
tain « 1 i comes fr. om a non-pecuniary society, his code may con- 
buvp 110 1 J es governing relations between employer and employed, 

dav* c 3 i * er * or ,,vor ^ ma n and his mates; such precepts as ‘a fair 
y work for a fair day’s pay’, or 4 a fair day’s pay for a fair day’s 
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work’ are foreign to his code, and come to have meaning only as he 
acquires a new code appropriate to his new conditions. Even more 
foreign to his experience is the idea of nine hours continuous work 
every day for six days every week under strict supervision. The clash 
of moral codes is painful, and what emerges is often not recognizable 
by any person who was brought up in either of the conflicting codes. 
This makes it all the more desirable that very special efforts should 
be made to create a new and meaningful community life in areas of 
new industrial growth. Otherwise, what might be a disciplined, happy 
and productive community may instead become a spiritual, political 
and industrial sore. Historically, the establishment of a new way of 
life is often associated also with a new religious ferment. The 
spread of Methodism in the new industrial towns of England and 
Wales during the industrial revolution did much to integrate these 
new communities, and to provide newcomers to urban life with a 
system of ideas which suited their new lives and made them meaning¬ 
ful. Religious innovation has no doubt a similar role to play in most 
other industrial revolutions. 

(d) Business Administration 

Economic development creates a very great demand for competent 
administrators, whether in business or in public service. The poorer 
countries frequently have a multitude of business men—small traders 
especially—with a well developed passion for making money by 
buying in the cheapest and selling in the dearest market, or by lending 
money at the highest rates which the traffic will bear. What is deficient 
is not the spirit of enterprise, but the experience of administration. 
The economies of large scale production make possible a considerable 
increase in income if only people can be found capable of managing 
large undertakings efficiently, including managing large numbers of 
men and great quantities of physical resources; and it is in knowledge 
and experience of the problems of large scale administration that the 

deficiency of these countries is most evident. 

The great entrepreneurs are born, not made. The men who jntro- 
duce new commodities or new systems of organization the For s 
or the Woolworths—are few in number, and cannot be made to order. 
Most business men, however, have only to do a fairly routine job, or 
which they can be fitted by acquiring knowledge and experience. 

Some of this knowledge can be learnt in business schools, ut an 
important part can be learnt only by experience of the job, an e 
rest depends on personal qualities of temperament and charace . 
Business schools can teach the tricks of keeping records (o s oc » 
orders, credits, debits, etc.), some of the tricks in the han ,n 6 
physical resources (factory layout, care of machinery, the smo 
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flow of work through the factory), and some of the tricks in the 
management of men (selection of staff, delegation of duties, methods 
of training and so forth). But they cannot teach a business man how 
to get on with his staff, so that he combines their loyalty with their 
efficiency—this he must learn in practice, if indeed his temperament 
permits it. Neither can they impart that commercial sense, which cuts 
out waste, adjusts the use of resources to the flow of output, knows 
what prices to pay or to charge, and knows how to buy and sell and 
how much credit to give. And it is quite beyond them to instil the 
sense of integrity, without which a firm cannot acquire reputation or 
goodwill, and without which it cannot therefore last. 

In practice much of the experience required for competence in 
administration is gained by working in foreign firms at home or 
abroad, after which the employee becomes a manager on his own 
account. Hence perhaps the most serious indictment which can be 
levied against some foreign firms is their reluctance to employ the 
native people in any but inferior positions—usually because of racial, 
religious, or other prejudice. If no one will employ the local people 
above the level of clerks, they cannot learn how to manage industrial 
businesses for themselves; their economic affairs will then always be 
dominated by foreigners, and economic growth will be held up by 
the costs and shortages involved in dependence upon foreign 
enterprise. This is one reason why most colonial countries, as soon as 
they become independent, pass legislation or take other steps to 
compel foreign firms to open up managerial positions to local people. 
But even non-colonial countries have taken such measures- thus 
when foreigners brought new trades to England in the sixteenth and 
seventeenth centuries, the patents of monopoly which they were 
granted often included the condition that the foreigner must train a 
number of Englishmen in his craft within a stipulated period 
At the same time, countries in the initial stages of development 
hnd it profitable to send some of their young people abroad, to gain 
expenence in foreign firms. Thus the Germans sent large numbers 
ot their young people to work in England in the last quarter of the 
nineteenth century, and their example was followed a little later bv 
Japan, whose people were sent to Germany and to the United States. 
Un their return a few go into business on their own; but most of them 
hnd employment in existing firms, domestic or foreign; or else in the 
ever expanding government service, which also demands knowledge 
and expenence of administration. It may not be so easy for the 
coloured nations of the world to carry out this policy as it was for 

hdiffi 11 ^ ‘?I° Ur prejudice in the advanced countries may make 
are more ^ R ™ S W i| Img t0 accept coloured trainees, but there 

are more opportunities than are in fact exploited. One favourable 



19S 


THE THEORY OF ECONOMIC GROWTH 

circumstance is the fact that some of the industrial countries are 
anxious to extend their personal relations with the poorer countries, 
in order to divert orders to themselves away from other industrial 
countries; and for this reason they may welcome the opportunity to 
meet and train the men who will be giving the orders when they 
return home. 

The main school of business experience, however, consists of the 
little men engaged in trading, in operating a lorry or two, in running 
a small workshop, and in similar small commercial enterprises. Many 
of these go bankrupt. A few go from strength to strength, and gaining 
experience, ultimately flower into the management of large under¬ 
takings. Frequently the numbers in these trades are excessive, and 
there is substantial waste of capital. It is therefore sometimes argued 
that entry into such trades should be regulated, either to ensure 
adequate incomes, or else to reduce the waste of resources. Looked 
at as a means of securing immediate output the over-development 
of these trades may be wasteful; but if one looks at it as a means of 
giving people experience of business management, the waste may be a 
training cost well met. 

In some of the under-developed countries it is felt that the growth 
of the native small business class is menaced by the competition 
of immigrants in similar trades. The great European concerns tend to 
confine themselves to large scale activities, but the Indians and Arabs 
in East Africa, the S\ rians in West Africa, the Chinese in Jamaica and 
the Chinese in South East Asia are to be found competing even in 
the smallest trades, and because they have a longer commercial 
tradition than the native peoples amongst whom they live, they tend 
to be more successful. Besides, immigrants tend to stick together, and 
to help each other, and this promotes the prosperity of the group as 
a whole. In such countries there is often a demand that native business 
men should be protected from the competition of immigrants in 
certain lines. This raises awkward problems of racial discrimination, 
and in addition, since imitation and competition are the two roads to 
learning, it is not clear that native business men would progress more 
rapidly, or the community as a whole benefit, if the activities of 
immigrants were restricted. It seems a better policy to insist on 
i nmigrants taking native apprentices (as Tudor Britain did) and to 
create other opportunities for native business men to improve their 
abilities. (Migration is further discussed in Chapter VI.) 

In their anxiety to develop local sources of enterprise, some 
governments create special financial institutions to lend money to 
small business men. This is helpful in so far as the deficiency of loca 
enterprise is simply shortage of capital. However, this is seldom the 
case. The local capitalists are deficient in the skills of management, 
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and lending money to inexperienced small business people without 
supervision is often equivalent to pouring it down the drain. What 
these people need is first supervision and advice, and only second¬ 
arily capital. Their position is much like that of the peasant farmers. 
Special financial institutions ought therefore to regard their main 
duty as being to have a staff of experienced business administrators 
who can give advice to small business people who ask for it (just as 
industrial consultants do in advanced industrial countries, or 
agricultural extension workers in the countryside). And when money 
is lent, its use should be supervised carefully; the officers of the 
institution should have power to enforce changes in managerial 
practice, as a prior condition of the loan, and to check unprofitable 
practices at least until the loan has been repaid. There is just as much 
scope for a commercial advisory service as there is for the parallel 
service in agriculture. 


The most difficult problem in lending to small business men in 
these countries is the small importance which so many attach to 
business reputation. In the advanced countries ‘goodwill’ is re¬ 
garded as one of the most valuable assets of a business. Firms are 
anxious to protect their reputation for honouring their contracts— 
by delivering according to specification, by delivering promptly, by 
accepting what has been ordered, and by paying promptly. There are, 
however, many under-developed countries where the buyer, the seller 
or the lender who relies mainly upon the honesty of the business man 
with whom he is dealing is certain to be deceived in nine cases out of 
ten. Indeed, one reason why immigrant business men tend to be more 
successful in such countries is precisely the fact that foreign suppliers, 
banks and even the public at home have found from experience that 
they are more reliable. Presumably the importance of ‘goodwill’ (or 
of the fact that ‘honesty is the best policy’) is something that can be 
learnt with time, and which competition, and the growth of a new 
code of commercial morality in due course incorporate into the 
community’s traditions. Meanwhile the relative absence of this sense 
makes it necessary for government institutions to tread with great 
care when they are trying to help small business men with loans, with 
contracts, or in other ways involving personal reliability. 

Another training ground for business management is the co-opera- 

I™T em ^ hlCh> When k is run on a dem ocratic basis, gives 

e^Tn mbe 7 of pe °P le . an ,nsi 8 ht int0 business problems, and some 

Xh ! C l ? 01 ?™ ercial mana g ement - This is probably the most 
aluable aspect of the co-operative movement; the jobs it does the 

produce - ‘ he channelling of savings, the purchasing of 
n P P at nd so . 0n couId 10 many cases be done just as efficiently by 
P ivate enterprise or by public agencies, but the educational value of 
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these other agencies is not comparable. Viewed in its wider perspec¬ 
tive, this is just another illustration of the fact that administrative 
capacity and enterprise are likely to be more widely diffused in 
countries where decision making is decentralized than in countries 
run on an oligarchic basis. This is one of the great arguments 
for democracy, and it applies just as much in commercial life as it 
does in public administration. Indeed commercial life itself will 
probably be more vigorous in countries where public administration 
is decentralized and democratic, where the people are used to manag¬ 
ing their own affairs at every level, from the village upward, than in 
countries w here political power vests in an oligarchy. This is also one 
of the greatest arguments for competition, which similarly diffuses 
decision making and administrative experience in economic life. 

Competition is in any case also vital to business efficiency for 
another reason. In the last analysis, business men are most likely to 
make use of the facilities for training and advice, and to seek out all 
wavs of improving their own competence, if they have incentives to do 
so. The most powerful of the positive incentives is the prospect of 
success, while the most powerful of the negative incentives is the fear 
of bankruptcy. Roth these incentives depend upon the existence of 
competition. Competition by itself will not ensure the efficiency of 
business, but neither w ill any other factor if competition is not also 
preserved. 
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In this chapter we shall consider separately how much capital is 
required for economic growth, the main sources of saving, and the 
process of investment. 


1. CAPITAL REQUIREMENTS 


Economic growth is associated with an increase in capital per head. 
It is, as we have seen, also associated with much else: with institu¬ 
tions which give incentive to effort, with attitudes which value 
economic efficiency, with growing technical knowledge, and so on. 
Capital is not the only requirement for growth, and if capital is made 
available without at the same time providing a fruitful framework for 
its use, it will be wasted. In what follows in this chapter we take for 
granted all that has already been said about these other matters. We 
are thus able to concentrate upon studying the fruitfulness of capital 
when conditions are appropriate to its use. 

How fruitful is capital? The question is extremely difficult to 
answer, for lack of recorded evidence. We have only informed 
guesses about the growth of capital and of income over past decades 
and these guesses only for a few of the advanced industrial countries! 
Practically all our knowledge of the quantitative relationship between 
income and capital is due to the pioneering work of Professor Simon 

Kuznets, and of Dr. Colin Clark, and what follows in this section 
draws heavily on their calculations. 


The estimates of the growth of capital and of income, for what 
they are worth, show remarkable agreement on two propositions- 
first, that in the industrial countries the ratio of the value of capital 
to the value of output seems to be pretty constant at the margin, 
when capital-intensive and capital-sparse industries are taken 
together; and secondly that this marginal ratio lies between 3 to 1 

h f ’ When - he , Va ' Ue 0f land and other naturaI resources is 
excludeti from capital and the value of external assets from both 

and lncome - This result can be expressed in different ways, 
ch as by saying that on the average an investment of £100 is 
associated with an increase of national income by between £25 and 
*•33 per year; or that raising national income by 3 per cent per annum 
cumu atively is .ssociated with an annual net investment 0 P f between 
9 per cent and 12 per cent of national income. The industrial countries 
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do indeed tend to invest between 10 per cent and 15 per cent of their 
national incomes, net of depreciation, and their incomes do tend to 
grow by between 3 per cent and 4 per cent per annum. 

In the mathematical sense the ratio of the existing stock of capital 
to income (i.e. the average as distinct from the marginal ratio) is 
simply a function of the proportion of national income invested, the 
average life of investments, and the rate of growth of income. Thus 
if gross income were constant, and 12 per cent gross were invested 
annually in structures with a life of fifty years, and 8 per cent in 
equipment with a life of ten years, the average capital-income ratio 
would be 3-4 after fifty years. (The original cost of the structures 
existing at any time would be 6-0 times the national income, and the 
original cost of equipment would be 0*8 times the national income; 
assuming the capital to be on the average half worn out, its average 
value would be 3*4 times the national income.) Add say 0-5 for stocks 
held, and this brings the ratio to 3*9. Changing the rate of growth of 
income does not make as much difference as one might expect; for 
example, if we now assume national income to grow by 3 per cent 
per annum, and keep the other assumptions, the capital-income ratio 
including stocks falls only to 3-0. (It doesn’t make so much difference 
because the earlier capital, which is now more than half worn out, is 
very much smaller than the later capital which is less than half worn 
out, because of the cumulative growth.) Given the average life of 
capital, the principal determinant of the capital-income ratio is the 
proportion of national income annually invested. So it is not sur¬ 
prising that countries which invest much the same proportion of 
national income have much the same capital-income ratio. 

For the same reason the ratio of capital in existence to annual 
income is much lower in undeveloped countries (nearer 1 to 1), 
because their rate of accumulation has been much smaller. We do not, 
however, know how the marginal capital-income ratios compare 
in industrial and in the less developed countries (using for this pur¬ 
pose capital per head as the index of development). There are many 
reasons for not expecting the capital-income ratio to be the same at 
the margin. The same proportion of national income invested may 
not be associated with the same rate of growth of national income, 
and the average life of capital may not be the same. Some people are 
convinced that the capital-income ratio is higher at the margin in the 
less developed countries, relying for their conviction upon re ative 
inefficiency of the industries which make capital, upon greater waste 
of capital, and upon slower growth of technical knowledge, as tactors 
which make capital less productive. Other people expect the rat 
to be lower, and these rely on the opening up of new natural resou , 
on more rapid growth of population, on the different re ative imp 
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tance of the agricultural, the industrial and the public utility sectors 
of the economy, and on the greater incentive to use the less capitalis¬ 
tic methods of production. A word may be said on each of these 
points. 

The first of these propositions contends that, when compared with 
the developed countries, the less developed are relatively more 
efficient at making consumer goods than at making capital goods. If 
this is so, it raises the cost of capital in these countries relatively to 
income. To tackle this problem we have to divide capital formation 
into its two main component parts, namely the work of building and 
construction, and the manufacture of equipment. As to building 
costs, we have no conclusive evidence as to whether they are higher, 
relatively to consumer good costs, in less or in more developed 
countries. There is certainly evidence that they rise steeply if the 
building industry is overloaded, since this is an industry where work 

is easily ^organized if it is not properly planned or supervised, but 
this is as likely to happen in the developed as in the less developed 
countries. There is more evidence relating to machinery; fairly clear 
evidence for example, for the U.S.S.R. when compared with the 
U.b.A., of relative disadvantage in engineering production, at any 
rate in the nineteen thirties. On the other hand, while construction 
has to be done at home, machinery can be imported, so that the 

C A r^ rat l Ve d I lsadv l a 1 nta 8 e of domestic production can be escaped. 
AH told, it is plausible to expect capital cost to be higher relatively to 

grcaMdeal inlt deVd ° ped counlries ’ but there is probably not a 

Next, the capital-income ratio is expected to be higher because of 
greater waste of capital. Of this there cannot be much doubt There 

ca^ a lh hC SCn - e th3t 031,1131 800ds are not handled with as much 
as th 7„ are . ln more developed countries. Workmen are less 
skilled, and handle their tools less carefully; chauffeurs and eneine 
drivers drive their machines beyond the breaking point and roads 
buildings and other equipment are not so carefully maintained- 
hence depreciation rates are much higher in the less develo-H 
“ es ; The [ e i S aIs ° waste, i, is thought, because there is ‘mor e 

reso Urces of the less developed countries in* , ft n ? a T™ 
and so on, are less well mapped, and less is kno^ about pTenS 
markets, at home or abroad. Hence great blunders are made " 3 
„ P r , "'“ Ce 15 bought at great cost (the classic example of the attempt 
o grow groundnuts ,n Tanganyika being only the best publicized^ 

E° US3 " ds ° fSlm,l3r ? ses ’ involvin 8 Private entrepreneurs eveTmore 

an governments). And there is also waste because fnr th \ c 
reason, capital tends to stick to the beaten tracks, with’the result that 
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there is over-investment in some activities and under-investment in 
others. It is true that these wastes are relative, in the sense that 
capital is wasted in the developed countries also; for example, in that 
if their rate of physical deterioration is lower, their rate of obsole- 
cence tends to be greater. Even so it seems almost inevitable that we 
must expect waste to be relatively greater in the countries with least 
experience. 

Thirdly, it can be argued that capital will be less productive in the 
less developed countries because fruitful use of capital depends on 
ever improving technology, and the growth of knowledge is slower in 
the less developed countries. The argument may be put in different 
ways. One way of putting it is to say that in the developed countries 
income tends to grow because of growing knowledge, and would 
grow even if capital ceased to grow; whereas, in the less developed, 
technology advances more slowly and contributes less to the growth 
of income. Or an alternative way of putting it would be to say that 
capital is often used to introduce new technologies, so that where 
technology grows slowly capital is less fruitful. On the other hand it 
is equally arguable that the very backwardness of technology makes 
possible spectacular advances, so that if capital were invested in the 
more backward countries, and the necessary expenditures on educa¬ 
tion and training were undertaken at the same time, they might show 
much more rapid rates of growth than the more developed can show. 
Many thinkers believe that for this reason it is much easier to get 
high rates of economic growth in countries which are starting from a 
low level than it is in countries which are already at a very high 
level, and they adduce in support of their claims the relatively high 
rates of growth of output in the U.S.S.R. and in Japan. 

The argument about resources leads in the same way to no demon¬ 
strable conclusion. Just as capital is particularly fruitful when it is 
used to introduce new techniques much superior to those prevailing, 
so also it is more fruitful when used to open up new rich natural 

resources than when it merely assists in better exploitation o 

resources which are already in use. Hence it is sometimes argued a 
the less developed countries can make more fruitful use of capi a 
than the more developed. This is not however by any means neces¬ 
sarily the case. In the first place, the resources of the less; develope 
countries are not by any means necessarily richer than those or in 
more developed. Asia and Africa have not yet demonstrated them¬ 
selves to be particulary rich in soil, in fuel, or in other niinera s, a 
it is by no means clear that capital invested in Asia or in Africa 
cause resources to fructify more than will capital added to the a r ^ a 
known resources of North America. In this context we must not use 
such large categories as continental areas, but must speak ins ea 
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particular projects in limited areas. In some parts of the under¬ 
developed world there are rich resources still waiting to be opened 
up, whereas in other parts the contribution of capital will be con¬ 
fined mainly to making it possible to exploit better techniques. 
Then, in the second place, it may even be that capital has an affinity 
for the already capitalized. Any new enterprise has to depend for its 
productiveness on using the services of many other enterprises 
(public utilities, engineering service, raw material suppliers, etc.). 
Hence in many cases it is more economic to make new investments 
in places where a lot of capital has already been invested than in 
places which are not yet developed. To this extent, the developed 
have an advantage over the less developed, and there is no natural 
tendency for the productivity of capital to be higher in less developed 
countries. All the same, if the difference is mainly a matter of how 
much capital has already been invested, then the disadvantages of 
the less developed are reduced as they accelerate their own invest¬ 


ment. We know unfortunately too little about the resources of the 
less developed, or about the importance of increasing or decreasing 
returns to capital to generalize confidently on these subjects. 

Next, we should expect the capital-income ratio to be higher in 
countries where population is increasing slowly than in countries 
where population is increasing rapidly, on the ‘law of diminishing 
returns’ ground that capital is likely to yield more if used with a 
greater rather than with a smaller increase of labour. Here again it 
must not be assumed that all the less developed countries have rapid 
population growth; for instance, the population of North America 
is growing much more rapidly ihan the population of Asia. On the 
other hand, if population is growing slowly, as in France, less capi- 
tal js needed for housing, which has a high capital-income ratio, 
and this is probably more important. 

We can be a little more confident in dealing with arguments based 
upon the relative importance of different sectors in the economy. 
The capital-income ratios differ widely as between the different 
sectors of the economy. Thus the ratio is very much higher in public 
utilities than it is m manufacturing; even in an advanced industrial 
country it is five or six times as high, and it seems to be even higher 
in the earlier stages of economic development because the sub¬ 
stantial economies of scale which this sector enjoys lower the ratio 
rapidly as economic development proceeds. On the other hand when 
capital is invested in a public utility it may increase productivity not 
only ,n that utility but also in the rest of the economy; so the ne! 

^ri« a _j. »i ip . • . .. capital-income ratio. 

There are a Is ° substantial differences between the capital requirements 

of agriculture and of manufacturing. In the more developed countries 
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the ratio is higher for agriculture than it is for manufacturing, but it 
seems probable that in the less developed countries the lesser mech¬ 
anization of agriculture should put its ratio lower than that of manu¬ 
facturing, at any rate apart from handicraft industries. Now when we 
take account of the different ratios of different sectors, and of the fact 


that the sectors combine in very different proportions in more and in 
less developed countries, we should expect to get very different ratios 
for the economy as a whole. In the less developed countries agricul¬ 
ture is much more important, relatively to manufacturing, than in the 
developed. At low levels of productivity 60 to 70 per cent of the 
gainfully occupied population is needed in agriculture in order to 
feed the people, compared with the 12 to 15 per cent that suffices in 
developed countries for the same purpose. (But all such comparisons 
are subject to the difficulties inherent in census classifications, to 
which we refer in Chapter VI, section 1 (c).) At low levels, also, 
agriculture is not very capital intensive (excluding land from con¬ 
sideration). Heavy expenditures may be needed in connection with 
water, for drainage, reclamation, irrigation or flood control. Those 
less developed countries which are sparsely populated may also 
gain by using machinery to increase the area cultivated per head, 
but the densely populated countries stand to gain only marginally 
from mechanizing operations, since widespread use of machinery 
would do much more to increase unemployment than it would do 
to raise output (see Chapter III, Section 3 (d )). Apart from the 
contribution of capital to water conservation, raising productivity 
in agriculture in the less developed countries depends more upon new 
techniques (fertilizers, seeds, pesticides, rotations and so on) than it 
does upon capital. The development of manufacturing industry is 
much more capital intensive. It is true that the development o 
cottage industries where this is appropriate does not call for arge 
sums of capital, but the development of factory industry also cannot 
be avoided, and this is very capital intensive when compared witn 
agriculture at these levels of development. Since agriculture is so 
large relatively to manufacturing (from 6 to 1 to 10 to 1 in terms ot 
employment), and since progress in agriculture depends on ann ^ 
expenditures on agricultural extension and research ™ 

than it does on capital, it seems legitimate to conclude that a g 
increase in income can be secured for a smaller increase in capital 

than in industrial countries. On the other hand, the >= ss deve '°P^ 
countries need very heavy expenditure on public works and pubhc 
utilities (harbours, railways, roads, electricity, s chools, etc.), P ^ 
ably higher in relation to income than in industria poum ’ 
over all there may not be much difference in the capitaMncome «no, 
as far as it is influenced by the relative importance of different sectors. 
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Lastly we come to differences resulting from the relative shortage 
of capital. In the less developed countries it is economical to use 
capital more sparingly than in the developed. Thus, if it is possible 
to use a process which requires heavy capital investment associated 
with low running costs, or alternatively to choose methods associ¬ 
ating lower initial investment with higher annual cost, the latter 


methods are often more appropriate. It is better to build for twenty 
years than for fifty years; to use processes involving hand labour 
rather than machinery; and generally to economize capital relatively 
to labour. All this, of course, must be taken relatively rather than 
absolutely; the argument is not that capital should not be used at all, 
but that since it is scarcer than in more developed countries, it 
should be used more sparingly. The argument applies to all the less 
developed countries, but it applies with particular force to those 
countries which have surplus labour relatively to their physical 
resources, in the sense that the current output could be produced by 
a smaller labour force without any increase in capital or improve¬ 
ment of technique. Some countries in the Middle East and in South 
Asia are in this position, for example India, where it is thought that 
the cultivable land is carrying about a quarter more people engaged 
in agriculture than are required for its cultivation with current 
equipment and techniques. In such countries it is wasteful to use 
capital as a substitute for labour, and the use of machinery in 
agriculture, in manufacturing activities, in building and construction 
or in other activities should be confined to cases where machinery 
makes possible an increase in output which could not be achieved 
instead merely by using more labour. The corollary of this proposi¬ 
tion is that we should expect the amount of capital associated with 

each increase in income to be lower in the less developed countries 
than in the more developed. 

We have now considered half-a-dozen reasons why the marginal 
capital-income ratio should be different in developed and less 
developed countries. The upshot of the analysis is that we do not 
know what the marginal capital-income ratio is in any under¬ 
developed country, and can only hazard guesses as to whether it is 

l.f 1 1 ° bC h ‘Jv her ° r '° Wer than in the United States America. 
All the same, if for want of anything better we use the ratio which has 

been found for industrial countries, it is easy enough to see whv 

f°, WS , so slow >y i" the developed countries. A country 
f"?. s Indla ls estimated to be investing about 4 or 5 per cent of 

with IhTfi mC0 T annually ' 111S dan Serous to compare such figures 

th the figures for investment in industrial countries, because we 

are less certain of the estimates for the less developed countries For 
xample, we do not know how much capital formation the sub- 
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sistence farmers do for themselves on their farms, in opening up new 
lands, in drainage or soil conservation, in improving their houses, 
etc., so it is conceivable that capital formation in rural areas is under¬ 
estimated. However, if we accept the figures, annual net investment 
of 4 or 5 per cent might raise national income by just about the 1£ 
per cent which is the rate at which India’s population is currently 
increasing—or even by less than this if, as is possibly the case, 
investment in housing is a larger proportion of investment when 
investment is small, and productive investment a smaller part 
of investment. At best, then, current investment is only enough 
to keep up with population growth; there is nothing to spare for 
raising the standard of living. For India to raise her standard of 
living by 1 per cent annually she would have nearly to double her 
current rate of investment. Every year the gap between the Indian 
and the U.S. standard of living widens; to hold this gap constant, 
India’s standard of living would have to rise at the same rate as the 
American standard, say by about 1J to 2 per cent per annum. For 
this to happen net investment in India would have to rise from its 
current level of 4 or 5 per cent to say 12 per cent of national income. 

This in turn raises the question how rapidly capital formation can 
be accelerated without reducing the fruitfulness of capital. All the 
countries which arc now relatively developed have at some time in 
the past gone through a period of rapid acceleration, in the course of 
which their rate of annual net investment has moved from 5 percent 
or less to 12 per cent or more. This is what we mean by an Industrial 
Revolution. Unfortunately figures do not exist which would enable 
us to say for any particular case either how long the transition took, 
or how the productivity of capital was affected during the transition. 
We have seen some very swift transitions (i.e. within a decade or so) 
in such countries as Japan, Germany, Northern Rhodesia, and the 
U.S.S.R., but we cannot say whether the speed of the change reduced 
the productiveness of the efTort. All the same, it is arguable on a 
priori grounds that there are limits to the rate at which a country 
can fruitfully step up its capital formation. Of these, the two mos 
important limits (given finance, suitable natural resources and appro¬ 
priate institutions) are shortage of skill, and inadequacy of pu ic 

utilities. . » 

Shortage of skill not only prevents people from using capiiai 

fruitfully, but may prevent them from using it at all. As we s a see 
in a moment, more than half of capital formation consists o wor ' 
building and construction. Hence the expansion of capital is a 
tion of the rate at which the building and construction industry can 
be expanded. Plans cannot be executed if there are not the carpen * 
the masons, the electricians and the engineers to do the 
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construction, whether it be of roads, bridges, dams, factories, power 
plants, houses or the rest. Hence the question how rapidly capital 
formation can be accelerated resolves itself first into the question 
how rapidly the building industry can be expanded. The other limit, 
the inadequacy of public utilities, operates because new enterprises 
need communications, dock facilities, water supplies, electric power 
and other such services. The expansion of public utilities, however, 
(given finance) again resolves itself into a question of the rate at 
which these things can be constructed, which is the same question as 
to the rate at which the building industry can be expanded. So the 
most important bottleneck which restricts the rate at which capital 
can be absorbed is shortage of skill. 

Now skill can be imported, or it can be trained. In Northern 
Rhodesia it was imported as required, and so capital formation 
expanded rapidly without physical restraints. Elsewhere the expan¬ 
sion of skill depends to a greater extent upon training, though in 
every case the importation of skilled people, even if only for training 
purposes, makes capital formation much easier. The training of 
building workers and supervisors looms large in any training 
programme, but of course many other skills are also needed, inclu¬ 
ding the skills of the people who are to use the capital when it is 
installed. Failure to put training into the foreground of development 
programmes accounts for much of the frustration occasioned by such 
programmes, which, though they are seldom large in relation to 
national income, almost always lag behind in performance because 
of the physical difficulty of carrying them out. If, on the contrary, a 
great training programme is launched, as in the U.S.S.R., or as when 
armies are rapidly expanded on the outbreak of war, there seems no 
reason why lack of skill should be an obstacle to doubling the rate 
of capital formation within ten years. A building industry can be 
doubled in ten years if the training facilities are provided, and if 
the precaution is also taken of importing experienced supervisors 
from other countries. Productivity will of course be low initially; 
but then, the productivity of workers drawn into new employments 
is always low, whether the rate of expansion is great or small. 

We turn next to consider the composition of capital, which can be 
looked at from three angles: the ratio of net to gross capital forma¬ 
tion, the industries in which the capital is used, and what the capital 
consists of. 

We know very little about the ratio of gross to net investment. 
Even in the industrial economies the division raises intractable 
theoretical difficulties, and the figures used in practice are only 
informed guesses, based, like the capital-income ratio, on estimates 
of past investment and of the average life of capital. On this basis it 
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is usually estimated that the replacement of obsolete or worn out 
capital requires about five to ten per cent of gross national output 
in industrial countries. In the United States, for example, over long 
decades up to the great slump, net investment averaged about 13 per 
cent, and replacement about 7 per cent, making gross investment 
about 20 per cent of gross national output. It is thought, in the U.S. 
case, that there is evidence of a tendency for replacement expendi¬ 
tures to grow relatively to net investment. This is very plausible 
having regard to the fact that public utilities make heavy demands on 
new capital in the initial stages of economic development, whereas 
in the later stages, thanks to the economies of scale which they 
enjoy, their demand is more for maintenance expenditures and less 
for new extension. We cannot be too confident of this since technical 
progress from time to time renders some public utilities obsolete, 
and calls for vast new expenditures on others, and since in addition, 
our standards of the service we expect are rising all the time. The 
available figures cannot be taken as conclusive since the concepts 
are not sufficiently precise, or the figures sufficiently accurate. All 
that we need note for the present is that a large part of economic 
activity is needed just to keep the capital stock intact. 

The proportion of national income required for replacement is 
much smaller in the less developed economies since their stock of 
capital is much smaller in relation to income. In the industrial 
countries the stock of reproducible capital is more than three times 
as great as national income, whereas in the poorest countries the 
stock of capital, excluding land, is smaller than or not much greater 
than national income. Depreciation therefore requires only 2 or 3 
per cent of national income, compared with 7 to 10 per cent in the 
richest countries. The stock of capital and the depreciation ratio 
both rise rapidly as net investment rises. 

Next we come to the division of capital investment between the 
various sectors of the economy. We have data only for advanced 
industrial countries, where gross investment is around 20 per cent of 
gross national output. These countries show differences between 
themselves, but if we care to think of a ‘typical’ programme, gross 
fixed investment (i.e. excluding stocks) might divide like this: 
Housing about 25 per cent 

Public works and utilities „ 35 per cent 

Manufacturing and agriculture ,, 30 per cent 

Other commerce „ 10 per cent 

100 per cent 

These figures are averages over long periods; there are marked 
fluctuations from year to year into which we need not at present enter. 
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There is much to be said about these figures. Take first housing. 
It usually surprises people to discover how large a part of gross 
investment is required merely to house the population, but this is in 
fact typical, at any rate of industrial countries. The proportion varies 
according to the rate of growth of population. It is probably also 
particularly high in countries where a transfer of population from 
agriculture to industry is still taking place, since this requires a 
rapid expansion of the towns. These are probably the reasons why 
the proportion has been nearer 20 per cent in Great Britain and 
nearer 30 per cent in the U.S.A. The need for this great expen¬ 
diture on housing is easily overlooked; it seems to have been over¬ 
looked in the U.S.S.R. when the first five year plan was being drafted. 
Probably the less developed countries need more than 25 per cent of 
their investment to be in housing if the towns into which their people 
will move as development gets under way are not to repeat one of 
the worst features of most industrial revolutions. 

The figures also bring out the great importance of public works 
and public utilities (roads, docks, transport, water, electricity, 
schools, hospitals, government buildings). Even in industrial coun¬ 
tries this item always uses up more capital than goes into manufac¬ 
turing activity. We would like to know more about how this propor¬ 
tion varies in the course of economic development, but the figures 
available do not permit confident generalizations. There is reason to 
believe that the proportion is particularly high in the first decades of 
development, and declines thereafter. This is because initial develop¬ 
ment calls for the establishment of a framework of utilities, and 
though it is also necessary to spend money on maintaining, improving 
and extending the framework, it is possible that these later expendi¬ 
tures are relatively not so heavy as those which have initially to be 
made. This is the same proposition which we encountered earlier on, 
as an explanation of a suspected tendency for net investment to fall 
relatively to gross investment. We shall meet it again in a moment 
explaining a tendency for construction expenditures to fall relatively 
to expenditures on equipment, within the total of gross investment. 
And later still we shall meet it again as one of the reasons advanced 
by those economists who expect that the well developed countries 
will have increasing difficulty in finding enough outlets for their 
savings as they ‘mature*. 

Another interesting corollary of the importance of investment in 
public works and utilities is the importance of public investment in 
relation to private investment. In those countries where the govern¬ 
ment leaves public utilities to private enterprise, government invest¬ 
ment is only a small part of total investment—10 per cent or less. 
The proportion rises sharply, however, as public utilities are nationa- 
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lized, and more sharply still if the government takes on responsibili¬ 
ties for housing expenditures, not to speak of investment in mining 
and manufacturing. Many of the less developed countries have 
resolved to take over responsibility for these investments, only to 
discover that the sums involved mean an enormous expansion of 
government expenditure beyond what they are in a position to 
finance. 

The division of investment between manufacturing and agriculture 
depends on the relative importance of these two activities in the 
economy. In Great Britain agriculture takes only 5 per cent of gross 
investment, but then it employs only 5 per cent of the people. In the 
United States the proportion of investment is more like 8 to 10 per 
cent. In every country the growth of national income per head 
expands manufacturing relatively to agriculture, since, as people 
grow richer, they increase their purchases of manufactures more 
rapidly than their consumption of food. There must therefore be a 
natural trend for the proportion invested in manufactures to rise, 
and the proportion invested in agriculture to fall. Apart from this, 
the relative proportions depend on the natural resources of a country 
relatively to its population, since this in turn determines whether it 
is overpopulated, and must export manufactures in exchange for 
food, or whether it can prosper by exporting primary products in 
exchange for manufactures. In overpopulated countries like Japan 
or India one expects a development programme to include a rela¬ 
tively large investment in manufacturing, since there is no other way 
of employing all the people, or of paying for imports of food. 
Whereas in countries with ample fertile soil, such as Burma or Siam, 
one expects rather a preponderance of investments of the sort which 
raise agricultural output per head. 

Lastly we come to the division of capital formation between 
construction, equipment and adding to stocks. Let us take stocks 
first, since this item is often neglected. Stocks in existence at any time 
are between one-third and one-half of national income. Hence if 
national income is increasing by 3 per cent annually, one needs to add 
to stocks about 1 to 1J per cent of national income, which may be as 
much as 12 per cent of net investment. The need for this large item is 
frequently overlooked in development planning, with the result that 
the economy develops shortages of raw materials and of consumer 
goods, and the expansion of output is thus held up. 

The relative shares of construction and of equipment in gross 
fixed capital formation depend upon how well endowed the country 
already is with roads, railways, houses, and public utilities genera y. 
The share of construction in 1952 was in the United Kingdom 
per cent, in the U.S.A. 56 per cent, in the Gold Coast 59 per cent an 
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in Nigeria 61 per cent. The figures we have for the U.S.A., stretching 
back to 1870, reveal the same trend: construction has fallen steadily 
from its initial level of about two-thirds. The abnormally low pro¬ 
portion in the U.K. is partly due to the deliberate restriction of 
investment in the public services in recent years, as an anti-inflation¬ 
ary measure; this is most obvious in the very low expenditure on 
roads. Public investment (excluding public corporations and 
utilities) in the U.K. was only 9 per cent of gross fixed investment in 
1952, compared with 16 per cent in the U.S.A. 

The great importance of construction is not generally realized; 
many people think of capital formation mainly in terms of installing 
machinery, while in truth it consists to a greater extent of building 
structures of one sort or another; civil engineering is the key industry 
in capital formation, with mechanical engineering following some 
distance behind. This has its corolloraries. One is the point we have 
already made that, given finance, the real bottleneck which holds up 
a rapid acceleration of investment is the capacity of the building 
industry to extend itself. Another corollary is that in the earlier 
stages of economic development the greatest need for capital is for 
public works and public utilities, which in these days are not directly 
open to private foreign investors; so private foreign investment is of 
limited relevance to the capital needs of the less developed countries. 
But we shall come back to this in section 2(c). 

Enough has already been said to indicate that any figures which 

appear in this section are highly speculative, and that there is no 

typical pattern of capital investment to which any particular country 

should be expected to conform. All the same, even when allowing 

for the wide differences which rightly exist between countries, and 

which can be explained, the figures nevertheless also throw light on 

some typical misconceptions, and for this reason alone have value. 

They bring out, for example, the importance of building in capital 

formation, the importance of stocks, and the importance of housing, 

for neglect of which many development programmes have come to 

grief. In each country there is no substitute for a detailed survey of 

resources and potentialities if one sets out to make an investment 

programme; but it is also helpful to glance at what has happened 

elsewhere, if only to make certain that some major item has not been 
overlooked. 


2. SAVINGS 

(a) The Need for Savings 

The proposition which we have established in the preceding section 
is that investment is necessary to economic growth. From this is 
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follows, in a passive sense, that saving is necessary to growth, be¬ 
cause investment has to be matched by saving. It nevertheless remains 
open to ask whether the process of investment will not automatically 
create all the saving that is required, so that we need not worry about 
the level of savings, and can concentrate on investment. We can also 
go further and ask whether saving may not discourage investment, 
by destroying the market for goods, so that it is better to encourage 
people to spend than to save. These questions have been asked for a 
long time, and we have to deal with them before we begin to analyse 
the sources of saving in detail. 

At any level of income, people can consume only the quantity of 
consumer goods which exists. Since their incomes derive from pro¬ 
ducing consumer goods and investment goods, and since they can 
buy only the consumer goods, it follows that they must save a part 
of their income equal to the value of the investment goods which have 
been produced. In this sense people must always save as much as has 
been invested. What they are thus forced to save may not, however, 
correspond to what they would like to save at that level of income. 
If they w ould like to save more, they will reduce their expenditure on 
consumer goods; and if they would like to save less, they will increase 
their expenditure on consumer goods. In either case, their expendi¬ 
ture will not exactly correspond with the value of the consumer 
goods produced. If people want to save more than is being invested, 
the producers of consumer goods will make losses, since part of the 
incomes they have paid out as costs are not returning to them as 
sales; and if people want to save less than is being invested, the 
producers will make unexpected profits. Either of these disequilibria 
sets off a corrective movement. If people wish to save more than is 
being invested, the producers who are making losses will reduce their 
outlays, and income and employment will contract. If on the other 
hand investment exceeds saving, producers will increase their outlays 
and income will expand. This expansion of income will be reflected 
also in an expansion of real output and of employment if there are 
idle resources of labour, land and capital which can be absorbed; 
but if there is a shortage of some or all of the resources needed for 
expanding output, the expansion of income will show itself instead 

merely in an inflationary rise of prices. 

This, then, is the answer to the question whether saving matters. 
It does matter. Given the level of investment, if people s desire to 
save is excessive there will be deflation, and if their desire to save lS 
inadequate there will be either expansion of output if this is possi e, 
or else inflation of prices. Given the level of investment, it is equa y 
possible for people to want to save too much or too little. 

In the popular thinking of the Victorian age these problems i 
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not arise because people were not used to thinking of the level of 
investment as something which could be ‘given’ independently of the 
level of saving. In their way of looking at the matter, entrepreneurs 
invested their own or borrowed savings. They could not invest 
savings which did not exist, and all savings automatically got 
invested. Hence saving and investment were always equal, the level 
of investment being determined by the level of savings. Since the 
Victorians wished to increase investment, they could concentrate 
their minds on ways of stimulating saving. In our day, however, we 
recognize both that saving is not necessarily always invested (some 
may be hoarded), and also that some investment may not be matched 
by current saving (it may be financed by dishoarding or by the crea¬ 
tion of additional money). We have therefore come to analyse 
separately the forces determining saving, and the forces determining 
investment, and to recognize that there may well be at any time 
either too much or too little saving for the level of investment then 
prevailing. 

Moreover, when we examine the forces determining investment, 
we see another possibility which most of the Victorians overlooked, 
namely the theoretical possibility that an increase in saving may 
discourage investment rather than lead automatically to increasing 
investment, as they thought it would. This theoretical argument 
depends upon the assumption that the ratio between the com¬ 
munity’s capital and its consumption is fixed, since if this is not so, 
capital accumulation may be proceeding faster than consumption is 
growing, and a decline in the rate of growth of consumption will not 
necessarily check the rate of growth of capital. Is the ratio of capital 
to consumption fixed? Not necessarily so. In the first place, consumer 
goods can be made by processes which are more capital-intensive or 
less capital-intensive, the choice depending to some extent on how 
cheap capital is relatively to other resources—that is to say upon the 
level of the rate of interest. Now an increase in thrift tends to lower 
the rate of interest, not by very much if the rate is already very low, 
but substantially if the rate is high. Hence an increase in thrift may 
encourage producers to use more capital-intensive processes, and may 
therefore stimulate the production of capital for producing consumer 
goods even though the demand for consumer goods is growing more 
slowly. This is a theoretical possibility; the check to consumption 
pulls in one direction and the fail in the rate of interest in the other 
so we cannot be certain what the net result will be. More important! 
perhaps, is what emerges when we ask what is meant by consump¬ 
tion. As we have seen in the preceding section, even in rich industrial 
communities only about 30 per cent of gross fixed investment goes 
into manufacturing industry and agriculture, and is thus, directly 
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tied to the consumption of these things in the shops. Some 60 per 
cent is absorbed by houses, public utilities and public works, the 
demand for which—or at any rate the demand for investment in 
which—is not very closely geared to current levels of consumer 
spending in shops, if only because these are very long-lived invest¬ 
ments geared as much to expectations of demand in the longer run. 
These investments are also very highly capital-intensive, with 
capital-income ratios five or six times as high as the ratios in manu¬ 
facturing and agriculture; and they are for this reason particularly 
sensitive to changes in interest rates. It is therefore quite plausible 
for an increase in thrift to diminish investment in manufacturing 
while more than correspondingly increasing investment in housing, 
public utilities and public works. It is theoretically possible that 
increasing thrift will discourage investment, but it is equally possible 
that it will stimulate investment. 

The possibility that the level of saving may be too high has to be 
taken into account by countries which are already so well stocked 
with capital that the incentive to invest is weak, and there is danger 
of a chronic shortage of investment opportunities. It is arguable 
whether any such countries exist, since even the richest countries are 
constantly raising the standards they expect in housing, communica¬ 
tions, hospitals and so on, as well as inventing new consumer goods 
and new methods of production which demand new capital. We 
shall come to the problems of these countries later (this Chapter, 
Section 3(d )). In the less developed countries there is no such danger. 
On the contrary, quite apart from the willingness of private persons 
to make investments if they could find the finance, governments are 
overwhelmed with projects for spending on roads, water supplies, 
flood control, irrigation, electric power, factories, schools, houses, 
hospitals, and on and on. What restrains this investment is not lack 
of demand, but simply the lack of saving to finance it. In these 
countries it would be possible for decades to maintain fruitful 
programmes of public investment of say 12 per cent net of the 
national income, but the people are willing to save only 4 or 5 per 
cent. Hence, if the money were created to finance the difference 
between saving and investment, people who received it would spen 
too much of it in the consumer markets, and there would be an 
inflationary trend. If, on the other hand, people would save more 
voluntarily, larger investment would be possible without inflation. 
Whatever may be the case in the more developed countries, the 
obstacle to greater investment in the less developed countries is a 

the current propensity to save is too low. 

Now some people hold the view that investment is so necessary 

in these countries in order to raise living standards that it s ou 
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undertaken even at the cost of generating inflation. It is therefore 
necessary to pursue the analysis to see what happens if investment is 
undertaken at a level which exceeds voluntary savings. 

The answer, in general terms, is that money income will expand 
continuously until it reaches a level where savings equal investment. 
The point of the analysis is to discover how this equilibrium is 
reached, how long it takes, and what happens in the interim to prices 
and to output. 

Let us begin with output. We must distinguish what happens to 
output immediately from what happens to output in due course when 
the new capital goods created by the process begin to bear fruit. 
The output created by the new capital goods is the same whether 
these are financed out of savings or out of creating new money. 
Its effect on prices is also the same; namely, it causes them to fall. 
In this respect, there is an important distinction to be made between 
inflations whose purpose is the creation of useful capital goods and 
other inflations. Most if us associate inflation with war, when its 
purpose is to withdraw goods for destructive purposes. Such infla¬ 
tions can get cumulatively worse, since an ever-increasing supply of 
money may face an ever-dwindling supply of goods. Inflations for 
he purpose of creating useful capital are on the contrary self- 
destructive, since sooner or later they result in an increased supply of 
goods to the market. How soon and how large an output depends on 
the nature of the enterprises financed in this way. If a school building 
programme is financed in this way, prices will rise for a very long 

-’ and ,T hen the e ? ect be 8 ins to show in the increased output of 
the school-leavers, prices may not fall very much. But if new money 

ere spent in the countryside to conserve water supplies on schemes 

which took only a few months to build, cost very little, and doubled 

the output of the lands supplied with water, prices would rise very 
httle, and would quickly fall much more. Y 

It is important to bear in mind that inflation for creating useful 
to analyse what happens in the 

to bear fruit. What happens in the interim to output.TndEfSto 
prices, depends upon whether the economy has idle resources which 

n th S 2dt°: ed T 0 mC / easing out P ut ' In the industrial counfries 
the middle of a slump there are factories closed and labour idle 

25 “ . increased ’ the people Who are thus employfd 

part of tbeir inc °mes on buying consumer goods and this 
ncourages producers of consumer goods to produce more This in 

ts turn gives more employment, and so the spiral continues upward 
The picture is however different in the less developed coumriet 
ey have no factories full of useful equipment standing idle—or in 
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so far as they have they are very few and even the smallest pressure 
of demand would soon reach the limits of output. Some of them— 
especially in Africa—also have very little unemployment, in the 
sense of people standing ready to work if offered employment at the 
current wage. Others—especially in Asia—have surplus populations, 
especially in the countryside, but do not have the equipment to match 
these populations. If extra money were put into circulation it would 
expand a little the output of agriculture, and of handicraft industries, 
but very soon these would be working to the limits of their capacity, 
and further increases in money income would serve only to raise 
prices rather than to increase the output of consumer goods. 

All the same, even in economies where the output of consumer 
goods cannot be increased, for want of land to produce food, or 
machinery to produce manufactures, it may nevertheless be possible 
to use surplus labour to produce certain forms of capital, without 
withdrawing land or equipment from other purposes. We have 
already seen that some 50 to 60 per cent of fixed capital formation is 
in construction work. Now many forms of construction can be done 
by hand, using virtually no scarce equipment—witness the achieve¬ 
ments of man from the building of the Pyramids to the construction 
of the great railway tunnels in the middle of the nineteenth century. 
Surplus labour can be used for building roads, irrigation channels, 
water tanks, houses and many other kinds of works, without 
reducing the output of anything else, and some of these works, 
especially those connected with water for farms, or with land 
clearance, fructify both quickly and bountifully. In one sense the 

countries which have surplus labour have therefore an advantage over 
those countries which have not. For the latter countries cannot 
increase their capital formation without withdrawing labour from 
producing consumer goods, whereas the countries whic ave 
surplus labour can increase capital formation at zero cost in o er 


g What holds back the use of such surplus labour is not the lack of 
fixed capital, but the lack of working capital. If labour employe 
dig an irrigation canal is paid, the workers will take their wages to 
the markets. The stream of money demand will be increase , vv * 
a corresponding increase in the output of consumer goo s. 
prices will tend to rise. This, plus the increase in demand, wil also 
stimulate imports of consumer goods, with unfortunate effects upon 
the balance of payments, and if these effects are prevented by strict 
control of imports and of exports, the effect is mere y ^ 

sum of money circulating at home, and so to put greate p 


domestic prices. . 

The cause and effect of this increase of prices is a 


redistribution of 
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consumer goods towards the newly employed away from the rest of 
the economy. These newly employed were previously managing to 
scrape a living somehow, presumably at the expense of their relations. 
Now they are better off (or presumably they would not accept 
employment) and other people must therefore be worse off, since 
there has been no increase in consumer good output. The rise of 
prices is therefore just a substitute for taxation, since exactly the 
same result would be achieved, without the rise of prices, if the 
government levied a tax on the community at large, and used the 
proceeds to pay the workers on the irrigation canal. The choice 
between inflation and taxation is largely political. Governments are 
driven to inflation when they think the political difficulties of raising 
resources in this way are less than the political difficulties in the way 
of raising the same sum in taxes. 


An alternative way of getting capital works done, without inflation 
or taxation, is to persuade people to work on them without payment 
We have already seen (Chapter III, section 1(a )) that this is indeed 
feasible in rural areas, if the works in question are of strictly local 
interest, and if they are likely to benefit nearly everyone in the 
viilage. Such activities are not without cost to the government. In 
the first place, it has to create an administrative service to make 
propaganda for this kind of activity in the villages, to organize the 
villagers so that they can discuss and plan what they want to do to 
supervise its execution, and generally to act in liaison with all the 
other government departments which are affected by these activities 
(attempts to organize ‘community development’ without special 
staff for the purpose never achieve much). And in the second place 

Mdfv°r r K m K n ^ aS U n UalIy t0 P rovide such raw materials as are not 
easily to be had locally, and also to pay for skilled labour or other 

11 has be ^n found that the government has to supply 
from 30 to 50 per cent of the cost of the works done in this wav the 
remaining 50 to 70 per cent being the value of the labour edv 
contributed. Such efforts are valuable for many reasons bevond the 

avoids both^nfl 6 ^^ 131 ^ 11 contribute ’ or the fa <* that the method 
voids both inflation and taxation. They are valuable also became 

hey stimulate the communal spirit in the countryside, and because 

they encourage the villagers to feel that they can help themselves a 

sentiment which may yield dividends in many other^2 ^ 

tney do not, indeed, forget the remote rural areas zUnvether Tru 1 
‘ .o b. »d fo, p„, UDe into 2 
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the resources which it can take. On the other hand, it must be realized 
that the contribution which this can make to capital formation is 
strictly limited by the fact that people will work only on projects of 
strictly local interest. This cannot therefore be seen as a substitute 
for other methods of capital formation on any substantial scale. 
Unpaid labour may be very important in countries which resort to 
compulsory labour, but its scope in other countries is restricted. 

Let us continue to assume that capital formation is being financed 
by creating money, and pursue the inflation to see what happens. 
First we must get the balance of payments out of the way. If inflation 
were carried on without control of imports, foreign exchange reserves 
would disappear very rapidly. It may also be necessary to control 
exports, otherwise the increase in domestic demand will cause the 
public to consume at home goods which might otherwise be exported. 
This difficulty does not arise if the exports consist of goods which 
are not consumed at home (rubber, cocoa), but it may be very 
important if the exports are also consumable at home (rice, cotton, 
oilseeds). Control of exports is not easy, since it involves some kind 
of licensing or of requisitioning, which is easier to apply to large 
factories or plantations than to handicraft workers or peasants. 
Then there are the difficulties created in export markets by rising 
prices at home. If the country is exporting competitively, in the sense 
that its output is merely a fraction of world output, the world price 
will be unaffected by its inflation, and its exports may drop as 
domestic costs rise relatively to world prices. Various devices may be 
adopted, of the nature of export subsidies, but the final outcome of 
any substantial inflation is inevitably devaluation of the currency. 
This is of no adverse significance to a small country, since its terms of 
trade are not adversely affected by devaluation, and since its external 
assets and liabilities are usually fixed in terms of foreign currency; but 
it may be of greater importance to a large country. To these difficul¬ 
ties with exports we must add again the need to control the flight of 
capital overseas; inflation encourages people to hold foreign currency 
instead of domestic currency, especially in anticipation of devalua¬ 
tion. When all this is taken into account, it is obvious that it is 
extremely difficult to have such perfect control of the foreign 
exchange situation that inflation does not have some adverse effect 
on the balance of payments—but some countries find these things 
easier to manage than others. 

We assume that the balance of payments is not allowed to deterior¬ 
ate, and continue the analysis. We note next that even with outpu 
constant some creation of money is possible in some of the ess 
developed countries without pressure on prices. This is the case 
where the economy is being increasingly monetized, in the sense a 
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the use of money is growing relatively to production for subsistence 
or for barter. To the extent to which people need more money for 
transactions, more money can be put into circulation without 
pressure on prices. Similarly, more money can be put into circulation 
without increasing prices in any economy where output is growing, 
whether because population is growing, or because more land is 
coming under cultivation, or because of increases in productivity. 
In every economy where economic growth is occurring, people need 
to hold more money, and so the government can create more money 
without causing prices to rise. Unfortunately, this source of finance 
is not really very large. The ratio of money in active circulation to 
the national income is always much less than one. So, even if the 
output exchanged against money is increasing by 2 per cent per 
annum, this hardly permits of financing investment beyond about 
1 per cent of national income without creating pressure. 

Beyond this level, if more money is created to finance investment, 
investment will exceed saving. Money income will then rise con¬ 
tinuously until saving catches up with investment. How long it takes 
to reach this new equilibrium depends on whether the level of saving 
is a function of money income, or of real income only. If saving is a 
function of real income only, then saving cannot be increased by 
inflating money income; so equilibrium cannot be reached until after 
the new capital goods have begun to increase the output of consumer 
goods. Whereas, if inflation redistributes income from non-saving 
towards the saving classes, equilibrium may be attainable without 

any increase in real income, and before the new consumer goods 
reach the market. 


Let us explore more fully what chance there is of the inflation 
petering out even without taking into account the increased output 
of consumer goods which it ultimately brings into the market. The 
most favourable case, from this angle, can be constructed as follows 
Assume that the government employs the unemployed to dam ud a 
nver and construct irrigation channels. These unemployed take their 

r a f, S v th< i mark ? tS ’ Where the effect is to raise Prices. If we assume 
nmfit thlS rC T, u exc ! u j ,ve, y ln an increase of profits, and that these 
ar . e a11 hoarded, or used to buy government bonds, then the 
inflation is over. Prices have risen by the amount invested, but so also 
have savings, and so prices will not rise any more although the 

~ g pr ° C6SS Eoes ° n - Th,s ,s one extreme case. We can afso see 
O^e other extreme case from the same example if we assume that as 

on as prices nse all members of the community demand and receive 
higher wages, salaries, and interest payments in order to keep their 
re a I incomes and consumption unchanged. On this assumption 
equilibrium cannot be reached until the new output of consumer 
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goods becomes available, because the inflationary process is not 
allowed to redistribute income in favour of the classes that might 
save and hoard. 

It follows that in practice the chance of an inflation being held 
within narrow limits depends ( a ) on whether the inflation redis¬ 
tributes income towards the classes who save, ( b ) on what they do 
with these savings and (c) on how soon the new output of consumer 
goods becomes available. 

As to (a) the classes who normally benefit from inflation are entre¬ 
preneurs, peasants, and in some cases the government. Entrepreneurs 
benefit because of the tendency of the prices of what they sell to rise 
faster than wages, salaries, rents, debenture interest, pensions and 
some of their other expenses. Peasants benefit because food prices 
usually rise more sharply than other prices, because of the inelastic 
demand for food. Now peasants and entrepreneurs are both more 
thrifty than other classes of the community, so an inflation almost 
certainly increases savings. The contrary view is a sectional view. 
Inflation reduces the savings of the salary earning middle classes, 
because it reduces their real incomes; for this reason, and because the 
middle classes speak and write more than the other classes, it is 
frequently asserted that inflation reduces savings. This is not how¬ 
ever the case. The fall in middle class real incomes is matched by a 
rise in entrepreneurial and peasant real incomes, and both of these 
classes have a higher propensity to save than the middle classes have. 
It is also important to consider the effect of the inflation upon 
government savings. The effect of inflation upon the government s 
revenue difTcrs from case to case, according to whether the propor¬ 
tion of income taken in taxes is larger or smaller at the margin than 
it is on the average. If marginal taxation exceeds average taxation, a 
rise in money incomes raises the share of the national income taken 
in taxes, so that ultimately the government, which begins by creating 
money to finance its expenditures, reaches a point where its revenues 
have risen so much that the new levels of expenditure can now be 
maintained without any further creation of money. Many modern 
governments arc in this position (c.g. the U.K., the U.S.A., and the 
U.S.S.R.); whereas on the contrary in many other countries govern¬ 
ment receipts lag behind money incomes in inflation, with the effect 
that inflation increases the government’s deficit instead of reducing 

As to (/>), even if inflation increases savings, this will not bring the 
inflation to an end unless the savings are hoarded, or used in p ace 
of more new money to finance the investment which has been causing 
the inflation. Thus, if the entrepreneurs use their new profits o 
finance more new investment, as they are prone to do, this is excellent 
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for capital formation, but it serves also to keep the inflation going. 
If on the other hand they use their profits to buy government bonds, 
the government will be able to cease creating new money to finance 
its programme. (Alternatively, if the inflation has been created by 
entrepreneurs borrowing from the banks, it will be stopped if those 
entrepreneurs who now make profits use them to pay off bank 
advances, or hoard them, or buy the securities of the entrepreneurs 
who are making the new investments.) Peasants use their profits to 
pay off debt, and to buy more land, and the effect of this depends on 
what is done with the money by mcmeylenders and by the vendors of 
land. The moneylenders probably hoard it, waiting for ‘better’ days 
(i.e. for days when the peasants are again short of money), while the 
vendors of land may react in different ways. If the government 
wishes the inflation to peter out as soon as possible, while maintain¬ 
ing its new higher levels of expenditure (in real terms), and if it 
cannot rely on the savers hoarding their savings, then it must get hold 
of the savings in some way, either by taxing them away, or by 
offering favourable terms for government bonds. 

The chance that savings will be hoarded or invested in government 
bonds itself depends on the rate of inflation, and on how long infla¬ 
tion lasts. If prices rise rapidly, or for a considerable period of time 
people lose confidence in money, and will hold neither money no^ 
government bonds. They then prefer to hold real assets, whose 
prices rise with the inflation, and the general movement out of money 
into goods itself exacerbates the inflation. Whether people move out 
of money into stocks of commodities or into fixed assets is partly a 
matter of temperament; there is always some movement in both 
directions. The movement into stock speculation is damaging to the 
economy because it aggravates the shortage of raw materials, and 
may even cause production to slow down, thereby raising prices even 

ItfT* T h Q moveme / lt mto fixed assets results in some creation of new 
° uses are b ™ li ' farms are improved, and there is a spate of 
new factories as well. Inflation increases fixed capital formation* 

ven hyper-inflations, like the German inflation of 1919—1923 have 
this effect In the long run it is an excellent effect, since it increases 
eal output and the standard of living. But at the time when it is 

eveTEh^mn 3151131 Creati ° n CarrieS ° n the inflatio ", and may 
% 1c h mo * ei ? ent int0 st °cks, temporarily reduce the output 

l C rr e :. 800dS by drawin S res °urces away from the consume 
good industries, and so cause prices to rise even more C ° nSUmer 

If a government has an efficient administrative service, it can trv 

nri, P " K nt , ? flat,0n from * etti "S out of hand by fixing ma^mum 

investment^If^ese COnsumer S oods > and by licensing new 

investment. If these policies are successful, they also strike inflation 
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at the root, because people will tend to save the money which they 
cannot spend on rationed commodities, and so saving will be brought 
into equilibrium with investment. This is one of the secrets of suc¬ 
cessful war finance in the United Kingdom and the United States 
during the second world war, during which prices rose only by about 
50 per cent in spite of the magnitude of the war effort. (The other 
important weapon was a very high marginal rate of taxation, which 
sucked up 50 per cent or more of expenditure as fast as it generated 
incomes.) In these days the techniques of managing an inflation, so 
that it does not get out of hand, are much better understood than 


they were twenty years ago. These techniques, however, can be 
operated only by governments which have efficient administrations, 
and these are mainly the governments of advanced industrial coun¬ 
tries. The less developed countries have rather inefficient administra¬ 
tions, and their attempts to control inflations often do as much 
harm as good, especially if their main effect is to make it more 
profitable to produce uncontrolled inessential articles, or to create a 
network of black markets and to encourage bribery and corruption. 

The worst consequences of inflation occur when prices have risen 
so much or for so long that people lose confidence in money. This 
does not happen in short, mild inflations. People do not panic if 
prices rise 5 per cent per annum for two or three years, because they 
believe that prices will soon fall again. This confidence is maintained 
by the monetary authorities in the better run countries, whose habit 
it is not to increase the supply of money continually from one year 
to the next, but rather to alternate short periods of monetary expan¬ 
sion with sharp periods of restriction. Bank credit moves three steps 
up and one step down, instead of moving upwards continuous y. 
In this way the creation of new money contributes towards capita 
formation without provoking runaway inflations, and withou 
seriously affecting people’s confidence in money and in government 
bonds. The moral is that if inflation is to be used for capital forma¬ 
tion, it is best done in small doses at a time, rather than continuously. 

As to (c) we have already seen that in any case inflations whicnare 
used to create useful capital are self-destructive, in the sense that in 
due course the new capital produces a new stream o co 
goods which either checks the rise of prices, or even brings prices 
down. In addition, this rise in real output may also brmg about an 
increase in saving, and so provide the savings that ma " 
ment at its higher level. Higher saving does not necessanly ^ 

higher real output, since the level of saving is a functi a(J . 

tribution of income rather than of the level of rea i P ^ ^ 

we need not however pursue this point immediately, 
coming to the determinants of saving in a moment. 
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To the moral that if inflation is to be used for capital formation it 
should be used only intermittently and in small doses, we may add 
the moral that it should be used only for investments which can be 
completed quickly and which are then very productive. It is relatively 
easy to make out a case for financing with new money an agricultural 
extension service, to spread knowledge of new high-yielding tech¬ 
niques; or those measures of making more water available to farmers 
which do not involve long and costly work on rivers; or schemes of 
land clearance, drainage or reclamation which rapidly bring new 
fertile areas under cultivation. Whereas schemes which demand 


considerable foreign exchange (e.g. to buy machinery for factories), 
or which take a long time to execute (e.g. multi-purpose river valley 
projects), or which have a high ratio of capital to output (e.g. 
building kindergartens) are not suitably financed by creating new 
money. It may be thought that this ‘moral’ is not particularly 
meaningful because, since all investment as a whole is financed by all 
saving as a whole, it is not useful to pick out some schemes in a 


programme which are described as being financed by voluntary 
saving while others are described as being financed by creating new 
money. Hence it may also be thought that the better ‘moral’ would be 
to avoid all schemes which are costly in relation to output, or take a 
long time to execute, or require much foreign exchange, in which case 
the marginal schemes will be those which are least desirable from 
these points of view, and in a sense it will always be these marginal 
schemes which are being financed by new money. In practice, how¬ 
ever, this is not so. Many schemes find a place in an investment 
programme irrespective of these criteria (e.g. public health schemes 
or industrialization schemes), and it is by no means true that the 
excluded schemes are always potentially more inflationary than the 
schemes which are included. It is therefore meaningful to think of an 
investment programme being drawn up first on the assumption that 
there is to be no creation of money; and then to add that if some 
IS permitted, the schemes now added to the programme 
should be the least inflationary of those which would otherwL have 
been excluded (Inflation apart, investments which take a long time 
to bear fruit should not be ruled out if the ultimate harvests 

bountiful; the choice between these and other investments depends 
simply on the rate of interest.) ^ 


( b ) Domestic Sources 

in See r iD ‘l 1 - firSt SeCtion of this cha P ter that communities 

in which the national income per head is not increasing invest 4 or 5 

per cent of their national incomes per annum or less, whilst proeres 

sive economies invest 12 per cent per annum or more. Tlufcentral 
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problem in the theory of economic growth is to understand the 
process by which a community is converted from being a 5 per cent 
to a 12 per cent saver—with all the changes in attitudes, in institu¬ 
tions and in techniques which accompany this conversion. 

It is customary to account for this conversion in terms of increasing 
thrift, and of better use of savings. That thrift increases is true, but 
it is also very misleading if it suggests that the essential change is 
that all classes of society become more thrifty or less wasteful. For 
the essential change is rather the emergence of a new class in society— 
the profit making entrepreneurs—which is more thrifty than all the 
other classes (the landlords, the wage-earners, the peasants, the 
salaried middle-classes), and whose share of the national income 
increases relatively to that of all others. In private capitalism these 
entrepreneurs have made private profits, and have reinvested on 
private account; whereas in the U.S.S.R. the great increase in 
profits has been concealed as a ‘turnover tax’, which the planners 
have reinvested on public account. But, in either case, the essential 
feature of the conversion from 5 to 12 per cent saving is an enormous 
increase in the share of profits in the national income. 

A relative increase in profits is not necessarily .the same as an 
increase in the inequality of income distribution, since this increase 
may be associated with a corresponding decline in the relative import¬ 
ance of income from rent. In fact, the communities in which income 
is most unevenly divided are not those wealthy economies where 
profits are large, but rather those impoverished, overpopulated 
economies where rents are large. In Ceylon or Puerto Rico the top 
10 per cent of income receivers get about 40 per cent of the total of 
personal incomes, whereas in the United Kingdom or the United 
States of America the top 10 per cent receives, before taxation, 
nearer 30 per cent. These figures are somewhat misleading, since the 
undistributed profits of companies are not included in the assessment 
of personal incomes; when account is taken of undistributed profits 
there may not be much difference either way. In any case, it is not 
possible to make a general comparison between more and less 
developed economies, in the matter of inequality. The less developed 
differ amongst themselves, according to whether land is scarce 
or plentiful, and widely distributed or concentrated in ownership, 
and also according to whether there has been considerable develop¬ 
ment of capitalist enterprises within.them, such as mines or planta- 
tions. The more developed also differ amongst themselves, an t eir 
distribution of personal income is also less unequal (before taxation) 
today than it was twenty years ago (though this is mainly because o 
the increase of undistributed relatively to distributed profits). e 
fact that there is no unique difference between more and less 
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developed economies in this respect serves, however, only to reinforce 
our conclusion. The ratio of savings to national income is a function 
not just of inequality, but more precisely, of the ratio of profits to 
national income. 


Large rent incomes do not result in saving because a landed 
aristocracy does not think in terms of using its income for productive 
investment—at any rate did not think in these terms until there was 
a capitalist example to imitate. Traditionally rent incomes are used 
to buy more land, to carry a large number of retainers (including a 
private army if the central government is weak), to build churches, 
temples, tombs and monuments, to extend charity, and to entertain 
lavishly. With the passage of time these habits change under capitalist 
pressure; the combination of taxation of rents and the example of 
profitable capitalist investment tends to make landlords more 
thrifty, and in advanced capitalist societies rent may even be a 
source (a minor source) of saving for productive investment. This, 
however, happens after the event; so an increase in the thriftiness 
of landlords cannot be used to explain why the community changes 
from a 5 to a 12 per cent saver. 


The same goes for the peasant class. The peasants are a class who 
paradoxically combine a thrifty temperament with a high propensity 
to be burdened by debt. Peasants learn to be thrifty because they 
know how near they live to the brink of disaster. In some com¬ 
munities hardly a year passes without flood, or drought, or locusts 
or cattle plague or some other Act of God which reduces to destitu¬ 
tion all the peasants except those who have some savings to fall back 
on. These recurrent disasters are part of the explanation of the pro¬ 
pensity to incur debt. At the same time, those peasants who save tend 
to invest either in lending to less fortunate peasants, or else in buying 
land, and in neither case is the result an increase in capital formation 
Buying land raises the price and alters the distribution of land but it 
does not make land more productive. If the peasants own the land 
they may invest in improving it, but most of the techniques of 
improving land involve a temporary reduction in its yield (fallows 
rotations, afforestation, grass strips, erosion control), and are not 
popular in areas where the pressure on the land is considerable 

fnK fn A ° lnvest in caule - b ut the attitude of many peas¬ 

ants in Asia and in Africa to cattle is not commercial, so that in many 

cases this investment is a burden rather than a source of profit 

Considering the precarious life of the peasant, and his non com- 

mercia! att'tude towards his land and his cattle, it is not surprising 

that net capital formation by peasants is only a very small part of 
the national income. y 1 


The wage and salary earning classes have a more regular income 
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than the peasants, and usually also even the unskilled urban worker 
earns more than the average peasant. Yet these classes save very 
little because their mentality is directed towards spending rather than 
towards saving. Workers’ savings are very small. The salaried 
middle classes save a little, but in practically every community the 
savings of the middle classes out of their salaries are of little conse¬ 
quence for productive investment. This is especially so in countries 
where the ruling class differs in race from the middle and lower 
classes, since the middle classes then seem to distinguish themselves 
in conspicuous consumption, in their zeal to demonstrate that they 
are as good as their foreign rulers (Chapter II, section 1(6)). Low 
savings out of salaries are in any case almost universal. Most mem¬ 
bers of the middle class are engaged in the perpetual struggle to keep 
up with the Jones’s; if they manage to save enough to buy the house 
in which they live, they are doing well. They may save to educate 
their children, or to subsist in their old age, but this saving is vir¬ 
tually offset by the savings being used up for the same purposes. 
The offset is not complete if income or population is growing, since 
the amount set aside by each generation is then larger than the 
amount set aside by the previous generation and now being con¬ 
sumed. These savings are of course very important to the individual 
saver. It is important to have something put by for a rainy day, even 
in a welfare state, and social reformers have always been right to 
urge people to save. However, the very fact that these savings are 
merely a postponement of future consumption, and are thus largely 
offset by other postponed consumption, means that they are not 
important in the context of productive investment. 

The low level of savings of the salaried middle classes also bears 
out the point that saving and inequality of income are not directly 
related. Middle class earnings are much higher in relation to average 
earnings, or to the earnings of small farmers or unskilled workers, 
in the less developed than they are in the industrial countries. This is 
partly due to the greater shortage of middle class skills, but it is also 
due to the greater mobility of the middle classes, as between richer 
and poorer countries, which enables them to demand in poorer 
countries as high a standard of living as they could get in richer 
countries; in fact, because the poor countries have to attract middle 
class skills from the rich, the middle classes tend even to have a 
higher standard of living in the poor than they do in the rich coun¬ 
tries. Thus the greater inequality of income is associated with a 
larger proportion of national income going into middle class con¬ 
sumption. 

There is very little evidence on savings out of wages, salaries and 
peasant incomes. Such evidence as there is suggests that even in the 
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richest countries these savings seldom exceed 4 per cent of the 
national income. Japan is a notable exception; figures as high as 
8 or 10 per cent have been quoted in her case. In the less developed 
countries small savings seem to be much nearer 1 per cent of national 
income, according to the best calculations so far made. Needless to 
say, even 1 or 2 or 3 per cent of the national income is not to be 
despised: it is well worth while pursuing measures designed to push 
small savings up from 1 to 2 or 3 per cent. These measures lie in the 
directions of institutions, of propaganda, and of financial incentives. 
There is a whole range of savings institutions that can be developed—• 
post office savings, friendly societies, co-operative credit societies, 
co-operative retail societies, insurance policies, building societies and 
the like. Experience shows that the amount of saving depends 
partly on how widespread these facilities are; if they are pushed 
right under the individual’s nose, to the extent of having street 
savings groups, or factory groups, or even deductions from earnings 
at source, people save more than if the nearest savings institution is 
some distance away. Saving is also a habit, which can to some 


extent be created by propaganda. People save more if they are 
given some acceptable reason for saving. They save more in wartime 
partly because they are persuaded that this is the patriotic thing to 
do; they might also save more in countries launching upon develop¬ 
ment programmes if these programmes caught their imagination, 
and if they were persuaded that this is a way of making their contri¬ 
bution. In addition people can be persuaded to save in their own 
individual or family interest, for education, for old age, for house 
purchase, for weddings or funerals, or as a safeguard against sickness 
or disaster. Even if these savings are largely offset by consumption, 
the habit of self-reliance and the avoidance of destitution are com¬ 
pelling reasons for doing all that we can to stimulate them The 
principle of insurance appeals easily, and a cheap well advertised 
system of personal insurance stimulates saving. In addition, the 
financial incentives for saving should be adequate, in the sense that 
the rate of interest should be attractive. It is customary to pay onlv 
rates of 2 to 3 per cent on small savings, partly because the cost of 
collecting and using small savings tend to be high; but there may well 
be a case for subsidising the rate of interest offered on small savings 
so that more attractive rates can be offered. If the community is also 
usmg inflation for the purpose of capital formation, with the result 
that the value of money is falling, there is something to be said for 
guaranteeing the real value of small savings; otherwle small savers 
are discriminated against (since the value of other assets rises as 
prices nse), and small savings are discouraged 

It is particularly important to stimulate saving among the peasants, 
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because of the role which agriculture has to play in economic 
development. Economic growth results in the expansion of all other 
activities relatively to agriculture—because the income elasticity of 
demand for food is less than one. Relatively speaking, therefore, 
other occupations are growing all the time, and the people in these 
occupations have to be fed out of the produce of the farmers remain¬ 
ing in agriculture. Hence economic growth requires that the produce 
of farmers per head must increase, to provide a growing surplus per 
head from which to feed the non-farmers. At the lowest levels of 
productivity each farm family is producing food for itself and half a 
non-farm family; whereas at the highest contemporary levels each 
farm family feeds itself and seven other families. 

Savings enter into this process at two points. In the first place, the 
required growth of productivity in agriculture usually means that 
more capital must be invested in agriculture. Sums of money can be set 
aside for this purpose by the government, and lent to the farmers 
through rural banks or credit societies. This involves, however, an 
absorption of capital into agriculture from other sectors of the 
economy (unless the money comes from taxes on landlords), and 
since all other sectors are simultaneously clamouring for capital, 
the more the farmers can finance themselves the better. This gives 
special point to savings campaigns and savings institutions in rural 
areas. 

Saving may also be involved in the process in another way. If 
agricultural productivity is rising, and providing a larger surplus 
which can be used to feed the towns, governments are frequently 
tempted to tax this surplus away from the peasants, and to use it to 
finance expansion in other sectors, including capital formation in 
public utilities or in manufacturing. There is a double temptation, 
since taxing the farmers opens up one opportunity of finding re¬ 
sources sorely needed, and since also, if the farmers are not taxed, 
the rise in their real incomes may make it necessary to raise real 
wages and salaries in the cities and in other occupations, so as to 
continue to attract labour from agriculture, and this increase in real 
wages and salaries reduces the share of profits and therefore of saving 
in the national income. Hence in a number of cases an increase in the 
productivity of farming has been accompanied by heavy taxation of 
farmers, which has been used to finance capital formation in other 
sectors, and it has been true to say in these cases that, far from 
agriculture absorbing capital from other sectors, it has been the 
farmers who have been forced to finance the industrial revolution. 
Japan is a case in point. In that country productivity per person 
engaged in agriculture doubled between 1885 and 1915, but much of 
the increase was taken from the farmers in higher rents or taxes, and 
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used to finance the rest of the economy, as Mr. B. F. Johnston has 
admirably described (see the Bibliographical Note to this Chapter). 
The U.S.S.R. is another case where farm incomes per head were kept 
down, between the world wars, in spite of farm mechanization and 
the considerable release of labour to the towns. This was done jointly 
by raising the prices of manufactures relatively to farm products, and 
by levying heavy taxes upon the collective farms. Current examples 
are provided also by the Gold Coast, Burma, and Uganda, three 


countries whose governments have withheld from their farmers a very 
large part of the increase in the price of farm produce since 1945, and 
who are using part of the proceeds to finance economic development 
in other sectors of the economy. 

Economic development can take place without levying upon the 


peasants to finance capital formation if the necessary savings are 
forthcoming from some other group. In practice the only other 
major source of savings in the past has been the profits of business 
enterprise, which, as we shall see in a moment, tend to grow rela¬ 
tively to national income in less developed countries if circumstances 
are favourable. If it is desired to accelerate capital formation at a 
time when profits are still a small proportion of national income 
there is in practice no other way of doing this than to levy substan¬ 
tially upon agriculture, both because agriculture constitutes 50 to 60 
per cent or more of the national income, and also because levying 
upon other sectors is handicapped by the fact that it is desirable to 
have these other sectors expand as part of the process of economic 
growth. Levying on agriculture is in turn politically very difficult to 
do, as the U.S.S.R. discovered, unless the productivity of agri¬ 
culture is rising rapidly so that the levy can be effected without 
reducing the standard of living of the peasants. The model of how it 
can be done is provided not by the U.S.S.R. but by Japan, and the 
moral is that any programme for industrialization and heavy capital 
formation should have as its counterpart measures for increasing 
agricultural productivity rapidly—not mainly with tractors or with 
new economic structures, but mainly with new seeds, fertilizers 
pesticides and water. Behind this again lies a political problem of 
whether countries in which the peasants have politicalpower are 
capable of launching upon programmes of this sort; but to this we 

Apart from the cases where the farmers are squeezed to provide 
for capital formation, the main source of savings in anv econnmv ? c 

profits, distributed or undistributed. If one en£/res wh^theTofi 
making class is more prone to thrift and to productive Investment 
than all other classes, the answer is probably to be found in itc 
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do not have to engage in conspicuous consumption in order to 
impress upon other people their social importance, since the mere 
fact of their independent status as profit makers and as employers of 
other people, combined with their known wealth, assures them some 
social prestige ; the middle and lower classes can never save much, no 
matter how high their real incomes may rise, since they are always 
imitating the consumption standards of those richer than themselves, 
whereas the rich can save because their incomes are more than ade¬ 
quate for their accepted standards of consumption. The profit makers 
have lower social status than the landed aristocracy, but they know 
that they cannot attain the prestige of the aristocracy simply by 
spending conspicuously, and so only a few of them try to do this. 
Like the aristocracy, they are ambitious for power, but their road to 
power lies in a different direction. The aristocracy achieve power by 
increasing the size of their estates, and (in feudal and early capitalist 
stages) by monopolizing the highest political, military and religious 
offices. The profit maker, on the other hand, knows that his power 
lies in his money; he therefore saves, and invests his money as 
profitably as he can. Some of his money is invested, as the peasant 
invests money, simply in financing other people’s consumption, or 
in buying land, two forms of ‘investment’ which do not increase 
capital formation. But the profit maker knows that the most profit¬ 
able investments arc those which exploit new techniques, or open up 
new resources, and these also pander to his ambition for power 
because the greater his productive investments, the larger the number 
of people he has working under him. The capitalist is therefore the 
only person whose ambition drives in the direction of using his 
income to create an empire of bricks and steel; all other classes 
fulfil their ambitions in other ways—the salaried middle classes by 
conspicuous consumption, and the agricultural classes by buying 
land, or by holding office. In the later stages of capitalism these 
distinctions are blurred; capitalists buy or marry their way into the 
landed aristocracy and make a bid for political office; landowners 
go into the City, and invest their rents productively; and even 
peasants get the idea that it is just as good to use money to improve 
the land one has already, as to use it to buy still more land. In the 
later stages thrift and productive investment spread to all classes of 
the community, but in origin productive investment is essentially the 

mark of the capitalist class. .. 

It is for this reason that it has sometimes been asserted that t n 
is essentially a capitalist virtue, and some historians, associating e 
accelerated spread of capitalism with the Reformation, have S0 V^. 
to explain an increasing propensity to save in terms of Ca vinis 
doctrine. This is much too simple an association. There are three 
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strands in the capitalist philosophy, namely restraint in consumption, 
willingness to produce as much as possible, and a preference for 
productive investment. The first of these, namely restraint in con¬ 
sumption, has been recognized as a virtue in all ages and by nearly 
all religions. However, many philosophies which recommend re¬ 
straint in consumption also associate this with discouraging attention 
to production and to the material things of life; these philosophies 
encourage men instead to take life easily, or to spend their time 
rather in spiritual exercise, or in practising such other arts as war, 
love, sport, chivalry, learning, poetry or conversation. The capitalist 
philosophy is distinguished from this group by its second strand 
which makes a virtue of work and of efficiency, and which holds that 
a man has a moral duty to make the best use of the talents and 
resources which God has given him. If we have a moral duty to 
produce as much as possible, combined with a moral duty to exercise 
restraint in consumption, it follows that we have a moral duty to 
produce a surplus. Even this concept however, is not confined to 
Protestant theology. The distinctive feature of capitalist philosophy 
is its third strand, which prescribes a particular use for this surplus, 
namely productive investment. Other philosophies have prescribed 
other uses—the surplus should be used for charity, or to keep a 
horde of retainers, or to make war, or to build pyramids or tombs or 
country houses or temples or churches, or to found universities. 
The capitalist philosophy is not alone in recommending restraint in 
consumption, or diligence in labour, but it is alone in combining 
these recommendations with the sentiment that the right use for a 
surplus is productive investment. These recommendations eventually 
adopt a religious cloak, in which thrift is a virtue and charity a 
means of ruining the characters of one’s fellows, but the true explana¬ 
tion of the crucial recommendation, namely the recommendation to 
invest productively, is probably sought more usefully in analysing 

the place and ambitions of capitalists in the social hierarchy than 
in interpreting religious texts. 


If profit is the major source of saving, the conversion of an 

economy from a 5 to a 12 per cent saver must be explained by an 

increase of the share of profits in the national income. How does this 
come about? 


One obvious answer is: by the growth of the capitalist sector of 
the economy, relatively to the rest, resulting from the continuous 
reinvestment of capitalist profits. In the less developed economies 
very little capital exists, and there is very little employment offered 
by capitalists. As the capitahst sector expands, it draws on many 
sources. The peasant sector of the economy usually has surplus 
labour, m the sense that the family is not fully occupied in working 
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its holding, and there is a drift into the towns to work in capitalist 
enterprises. There is a similar drift from handicraft industry, especi¬ 
ally if the capitalists are exploiting new techniques which undermine 
the handicraft producers. The capitalists also attract workers out of 
domestic service, and also provide work which attracts wives and 
daughters out of the household, and so increases the proportion of 
adult women who are ‘gainfully occupied’ in the census sense. If the 
community is overpopulated, it has also probably much surplus 
labour in casual employment, and in petty retail trade, which is glad 
to secure regular employment even at a bare subsistence wage. In 
addition, if the population is increasing, some part of the increase 
can be absorbed into capitalist employment even without drawing 
people from other sectors. The classical economists, from Adam 
Smith onwards, used to emphasize that economic development in¬ 
volved a transfer of workers from non-capitalist to capitalist employ¬ 
ment—they called it from ‘unproductive’ to ‘productive’ employment 
—and that the rate of this transfer depended on the extent of saving 
and on the rate of growth of capital. If there is any productive 
investment at all, the capitalist sector of the economy must grow. 
Whether it grows relatively to the economy as a whole therefore 
depends on the rate at which the rest of the economy is growing—on 
the rate of growth of population, and more especially on whether 
productivity is also growing in the peasant sector of the economy. It 
is not inevitable that the capitalist sector will grow faster than the 
rest of the economy. 

In the first place, much depends on the political security of capital 
investments. In most pre-capitalist civilizations capitalists are at the 
mercy of the political aristocracy. They are expected to invest their 
wealth in lending for consumption purposes to aristocratic spend¬ 
thrifts, and for military purposes to princely adventurers; and if they 
make outstandingly successful investments they are liable to be faced 
with sudden and arbitrary levies. In such circumstances capita ists 
tread carefully; they seek first of all the protection of powerful lords, 
by tying up much of their wealth in personal loans; and they also 
invest in forms of wealth which are easily hidden and easily trans¬ 
ported, such as gold and jewels, rather than offering hostages to 
fortune in the shape of fixed capital formation. Rapid expansion of 
the capitalist sector of the economy cannot therefore begin until 
productive investment is reasonably safe from arbitrary depre a ion • 

Given political security, the capitalist sector is most likely to gro 
rapidly if the opportunities for investment are very profi able. In th 
early stages of capitalist development an unlimited supply of labo “ r 
is available at a subsistence wage from the sources already 
if only because capitalist employment is small relatively to the total 
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population, but even more so if the economy is overpopulated, or 
if the population is growing rapidly. In such a situation practically 
the whole benefit of increases in productivity in the capitalist sector 
goes into profits. These increases may be associated with tech¬ 
nological progress, or they may be due to the widening of oppor¬ 
tunities for trade, owing to improvement of communications or to 
geographical discovery. The more rapidly the opportunities for 
productive investment expand, the faster profits grow, and the 


greater is capital accumulation. In a community which is not under¬ 
going technological change or geographical discovery, profits grow 
slowly, capital grows slowly, and it is possible that these grow no 
faster than the rest of economy. But, once there are fruitful oppor¬ 
tunities for investment it is almost certain that profits will grow 
relatively to national income, and therefore that the share of national 
income reinvested will rise continuously. 

This means that the fundamental explanation of any ‘industrial 
revolution’, that is to say, of any sudden acceleration of the rate of 
capital formation, is a sudden increase in the opportunities for 
making money; whether the new opportunities are new inventions, 
or institutional changes which make possible the exploitation of 
existing possibilities. The British, the Japanese and the Russian 
industrial revolutions all fit into this pattern. In each case the 
immediate result is that the benefits of rising productivity go not to 
the classes who would increase their consumption—peasants, wage 
earners—but into private profits or public taxation, where the 
proceeds are used for further capital formation. More and more 

labour is taken into wage employment, but real wages are not 
allowed to nse as fast as productivity. 

This increase in capitalist profits is also accelerated by the infla¬ 
tions which occur regularly in all capitalist economies, either in the 
mild form associated with the expansionary phase of the trade 
cycle, or in the more virulent form associated with wars and with the 
extravagance of governments. Inflation raises profits relatively to 
other incomes, and also stimulates a flight out of money into bricks 
and steel. Every inflation is followed by deflation, when profits are 
low and investment is checked. But the periods of deflation are 
seldom as long as the periods of inflation. The long run tendency^ 
for the supply of money to increase, and for prices to rise or at 

Most ofth T- i apid 'r th3n * ncreasin S Productivity would require. 
Most of the historical periods which are associated with rapidly 

increasing production and with investment rising rapidly relatively 

to national income are also associated with rising prices and profits— 

for example, the British Industrial Revolution after 1780 or the 

higher ratio of investment (home plus foreign) in Britain from 1890 
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to 1913 than from 1870 to 1890, or the relatively high level of invest¬ 
ment during the French and German inflations after the first World 
War, or the swift upward turn in the Japanese economy from 1870 
to 1913, or the first, second and third five-year plans in Russia; or for 
that matter, the expansion phase of the trade cycle compared with its 
stable or declining phases. Inflation is not an essential explanation of 
economic growth. Profits could grow and investment would occur 
even if there were no inflations. On the other hand, a little inflation 
from time to time increases profits, and speeds up the rate of capital 
formation. 

If the process of converting an economy from a 5 to a 12 per cent 
saver is essentially dependent upon the rise of profits relatively to 
national income, it follows that the correct explanation of why poor 
countries save so little is not because they are poor, but because their 
capitalistic sectors are so small. No nation is so poor that it could 
not save 12 per cent of its national income if it wanted to; poverty 
has never prevented nations from launching upon wars, or from 
wasting their substance in other ways. Least of all can those nations 
plead poverty as an excuse for not saving, in which 40 per cent or so 
of the national income is squandered by the top 10 per cent of 
income receivers, living luxuriously on rents. In such countries 
productive investment is not small because there is no surplus; it 
is small because the surplus is used to maintain unproductive hordes 
of retainers, and to build pyramids, temples and other durable 
consumer goods, instead of to create productive capital. If this 
surplus were going instead as profits to capitalists, or as taxes to 
productivity-inclined governments, much higher levels of investment 
would be possible without inflation. It should also be noted that 
when we say that saving is low because the capitalist sector is small, 
we do not refer only to private capitalists, but use the term also to 
refer to state capitalism, or to any other form of economic organiza¬ 
tion where capital is used to employ people, and where, after pay¬ 
ment of wages and salaries, a substantial surplus remains of which a 

large part is reinvested productively. In practice, judging by t e 
U.S.S.R., the state capitalist can accumulate capital even faster than 
the private capitalist, since he can use for the purpose not only t e 
profits of the capitalist sector (disguised as taxation) but also w a 
he can force or tax out of the peasants, or squeeze out of the economy 

as a whole by inflation. . 

Behind this economic analysis of the growth of capita is p 
lies also the sociological problem of the emergence o a capi a is 
class, that is to say of a group of men who think in terms ot re¬ 
investing income productively. The dominant classes in pre-capi * 
economies—landlords, traders, moneylenders, priests, soldiers, 
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princes—do not normally think in these terms. What causes a society 
to grow a capitalist class is a very difficult question, to which, 
probably, there is no general answer. Most countries seem to begin 
by importing their capitalists from abroad. Foreign traders or 
foreign investors open up new opportunities, make profits, and re¬ 
invest part of them in the country; whereupon their example is 
imitated. The emergence of indigenous capitalists is associated with 
the emergence of new opportunities, whether demonstrated from 
abroad, or discovered autonomously at home. These opportunities 
may be new techniques, or may result merely from a widening of the 
market, due to new opportunities for foreign trade, or to better 
communications or peace at home. If the opportunities are for trade 
only, the new class will be primarily commercial in its outlook; but 
if there are also new techniques or new resources which would 
fructify with capital, there will also be a group of capitalists thinking 
primarily in terms of fixed capital formation. We have already seen, 
in Chapter III, the importance of institutions, political, religious and 
caste, in helping or stifling the growth of an entrepreneurial class; 
opportunities and institutions play upon each other, and jointly 
determine the rate of growth of this class, and the scope allowed to 
its activities. 

The Japanese case is particularly interesting, since it involved a 
swift transformation of landowners and nobles into capitalists, as 
Mr. 1.1. Kramer has recently pointed out (see Bibliographical Note). 
This resulted from the state buying out the feudal rights of the nobility, 
and depriving them of their administrative functions; at the same time 
it also took over the debts of the feudal lords. Finding themselves 
with plenty of money (or rather government bonds), and no duties, 
some of the lords turned in the first place to banking, and when in 
1880 the government decided that it was ready to sell some of the 
factories which it had established for pioneering purposes, it found 
a ready market. This swift transformation of an old-type aristocracy 
into a new-type capitalist class was profoundly important in increas¬ 
ing the supply of entrepreneurship in Japan in the crucial last quarter 
of the nineteenth century. At the same time, whereas the feudal 
aristocracy had previously battened upon the commercial classes, 
and diverted commercial capital into consumption loans, the com¬ 
mercial classes now found a new freedom to invest productively 
and were powerfully reinforced by the entry into their ranks of some 
of the richest and most powerful families in the country. 

We have also noted the growth in the modern world of a new class 
of state capitalists (e.g. U.S.S.R., India), who for one reason or 
another are determined to create capital rapidly on public account. 
These state capitalists are just as relevant as private capitalists in so 
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far as they hold similar views on the importance of saving and of 

productive investment. The growth of nationalism, of the desire for 

military strength, and of the urge to make an all-out attack on the 

poverty of the masses of the common people, will powerfully re¬ 
inforce this trend. 

So far we have been examining the process by which an economy 
is moved upward from the 5 per cent saving level. It should now 
also be noted that the capitalist sector cannot continue to expand 
rapidly relatively to national income, since if it expands rapidly it 
must sooner or later come to include the whole economy. When 
there is enough capital to provide capitalist employment for everyone, 
this relative expansion ceases. Moreover, as the capitalist sector takes 
in more people and ceases to be small relatively to the rest, it ceases 
to be possible to expand at a constant real wage equal to a low 
subsistence level. This may happen relatively early, as in France, if 
agriculture remains organized on peasant lines, and if special meas¬ 
ures are not taken to increase its productivity. There comes therefore 
a point where further capital accumulation raises real wages. It 
ceases also to be the case that all the benefit of technical progress 
accrues to profits, for the increased profitability of investment 
increases the demand for labour, and so raises real wages. There 
comes therefore a time when it is an open question whether further 
capital accumulation and further technical progress will raise wages, 
or will raise profits; or, if both increase, which will increase faster 
than the other. Most economists in the past have expected the rate 
of profit to fall in this later stage of capitalism; that is to say, they 
have expected wages to get the lion’s share of the benefit of further 
progress. But in fact what seems to have happened in advanced 
industrial economies during the past eighty years is rather that the 
rate of profit has remained constant, and that wages and profits 
have grown in the same proportion. In the early stages of capitalism 
profits grow relatively to national income; but in the later stages 
profits are a constant proportion of national income (subject to 
cyclical and secular swings). Correspondingly, in the earlier stages 
the rate of saving rises relatively to national income, but in the later 
stages net saving becomes a constant proportion of national income 
—how high a proportion depending on how much the capitalist 
sector has been able to expand before coming up against labour 
shortage or an inefficient peasantry. Thus is explained a former 
paradox. Because the rich save more than the poor, it used to e 
expected that every country must save more as income per hea 
rises. It was found however that in the wealthier countries rea in¬ 
come per head doubled in fifty to seventy years without any increase 
in the savings ratio. The explanation is that the rate of saving is 
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determined not by whether countries are rich or poor, but by the 
ratio of profits to national income, and both these ratios cease to 
increase once a certain stage of development has been reached. It 
must not, of course, be concluded that this is an eternal law. We do 


not know exactly what determines the ratio of profits to national 
income in advanced capitalist societies, and so we certainly cannot 
predict how this ratio will behave in the future. 

To complete the analysis of saving we must now also take account 
of government saving. We saw in section 1 of this chapter that in 
advanced industrial economies 35 per cent or so of gross fixed 
investment is in public works and public utilities—say about 7 per 
cent of gross national income. Of this, about 2 to 3 per cent of 
national income is in public works, strictly defined (roads, harbours, 
schools, hospitals, public buildings, etc.) and the remaining 4 to 5 
per cent is in the public utilities which may or may not be publicly 
administered (railways, road transport, telephones, electricity, gas, 
etc.). The share of the government in gross investment therefore 
depends partly on the extent to which it leaves public utilities to 
private enterprise. In many countries it is as high as 7 per cent of 
national income (e.g. in New Zealand), whereas in very few does it 
fall below 2 per cent. 

If only because of the need for public works, all governments have 

to save. They may spend first and save afterwards, or they may spend 

only out of savings, but the result is the same. That is to say, some 

governments prefer to pay for capital formation out of loans in the 

first instance, rather than out of current taxation, but the result is the 

same, since the treasury has to open a sinking fund to repay the loan, 

and the finance for this comes out of current taxes. If a government 

spent on capital formation at a steady annual rate, borrowing the 

money, its sinking fund payments would soon equal its annual 
borrowing. 


One of the inexorable features of economic growth seems to be a 
nse in the share of the government in the national income. At the 
lowest levels of national income per head, the share of the govern¬ 
ment may be as little as 5 per cent; whereas modern industrial- 
governments use up to 10 per cent or so of real resources for current 
purposes, apart from what they use for military purposes (which is 
currently even more than this), and in addition to this use from 2 to 
7 per cent of real resources for capital formation, plus another 
10 per cent or so for transfers (pensions, insurance payments, 
interest payments, etc.). It is therefore necessary that the marginal 
rate of taxation should exceed the average rate, so that tax receipts 
grow faster than national income. This is particularly necessary 
where a government is using inflation as one of th ft mPAnc rtf 
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ing rapidly its share of the national income, since a high marginal 
rate of taxation is one of the ways of preventing prices from rising 
fast as more money is put into circulation. 

As the government’s needs increase it levies higher and higher 
taxes upon the larger incomes. As we have seen, in backward 
economies taxes levied upon rent incomes probably have little 
effect on saving, since such incomes are not a source of saving. 
Such taxes force landowners to reduce their retinues, to live in smaller 
houses, and to cut their contributions to charities, churches, etc., but 
they have probably very little effect on saving. It is quite different 
when taxes are levied upon profits; these fall almost wholly upon 
saving rather than upon consumption. Hence taxes upon profits 
discourage economic growth, unless the proceeds are used pro¬ 
ductively. 

In one sense, if a government is not acting wastefully, all its 
expenditures are ‘productive’. Its bills for education and for public 
health—two of the largest in modern governments—contribute in 
different degrees to output, and even defensive military expenditure 
may in some circumstances be a cost of maintaining the national 
income from predators. It is a truism that governments should 
indulge only in useful expenditure. All the resources used by a 
government are a deduction from the resources available to its 
citizens in their private capacities, and waste occurs if the govern¬ 
ment uses them in ways which are less valuable than the ways in 
which the citizens would have used them. This is equally true 
whether the resources have been levied at the expense of consump¬ 
tion, or at the expense of investment; but if one takes the view that a 
cut in investment is more dangerous than a cut in consumption (a 
view which not everyone accepts), then the government ought to be 
all the more careful in assessing its marginal expenditures if these are 
financed by reducing private saving. 

In recent years in advanced industrial countries taxes on profits 
have been so heavy that dividends net of taxes have been reduced 
substantially, and private savings out of disposable incomes have 
fallen to low levels. The fall in dividends net of tax has not been due 
entirely to taxation; it has also been due to the fact that the amount 
declared in dividends has not risen in proportion to the national 
income. Profits have risen more or less in proportion to national 
income, but companies have also been retaining a larger share of 
undistributed profits in the business, and distributing a much smal er 
proportion as dividends. In turn the price of equity shares has not 
risen in proportion to the value of the assets which they represent. 
This is possibly only a temporary phenomenon, since, as fres 
capital is raised for industry in shares to create new physical assets, 
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the value of shares and the value of assets must come together again 
—the present divergence results from the war and post-war policies 
of keeping dividend rates low. The effect of taxes in keeping dividends 
low is likely to be more permanent since all modern governments 
have developed the practice of taxing profits heavily, if only because 
they regard this as desirable for equalitarian reasons. 

This fall in personal savings has not had the effect of reducing 
investment in manufacturing industry, because it has been associated 
with a rise in the proportion of profits not distributed to shareholders, 
and these profits have been adequate to maintain and extend the 
capital of existing manufacturing business. The main effect of the 
fall of personal saving has been to reduce the amount of disposable 
savings outside the control of corporate enterprise, and this reacts 
very much upon the prospects of various classes of borrowers. 
Traditionally the manufacturing and commercial sectors of the 
economy finance nearly all their new investment out of their own 


profits, and have in addition a surplus which they distribute as divi¬ 
dends, and which is used partly to finance borrowing by new business, 
by foreign borrowers, by agriculture, by public utilities, and by the 
government. But, according to recent calculations by Mr. C. T. 
Saunders (see Bibliographical Note) the amount of personal saving 
left over after deducting the amount invested in unincorporated 
business, in farms and in housing, was in 1952 only 1-8 per cent of 
personal income in the U.K., and only 2'0 per cent of personal in¬ 
come in the U.S.A. This drying up of dividends net of tax, even if it is 
offset in total by the growth of other forms of saving, hits some types 
of investment hard. How hard it hits new business is not very clear. 
Established manufacturing business has always financed itself 
largely out of its own undistributed profits, but new business must 
start by raising capital from some external source, and as the funds 
outside the control of other business contract, it is harder for new 
business to find private backers. It is hard to say how important 
this is. There are still plenty of wealthy men who own assets which 
they can sell (e.g. government bonds) if they want to back some new 
enterprise. Some people fear that the effect is considerable, and that 
it strengthens monopolistic tendencies in the economy, and tenden¬ 
cies towards technological stagnation, by reducing the opportunity 
for new business to challenge and to replace old business. Such 
people suggest that the government should place part of the proceeds 
of taxation at the disposal of an agency or agencies which would 

specialize in financing new business. The position is, however 
obscure, for lack of information. F * 


Much the same problems are created for agriculture, for foreign 
investment, for public utilities, and for the government itself.Tf 
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the government is taking in taxes the savings on which these bor¬ 
rowers previously relied, it is up to the government to use part of its 
taxes to finance capital formation in these sectors. Agriculture has 
always had difficulty in raising finance. In the United Kingdom the 
provision of finance is traditionally divided between a landlord and 
the tenant farmer, the landlord financing land improvement and 
buildings out of rent, while the farmer finances machinery and other 
working capital out of profits. In practice both parties have tended 
not to save enough to finance all their net investment, and agriculture 
has been a net borrower from the rest of the economy. In recent 
years landowners have been more embarrassed than ever, by a 
combination of high taxes and inflexible rents, though farmers have 
been better placed to finance additions to capital out of profits, 
which have been high. Foreign investment has also become more 
difficult to finance as disposable savings have shrunk. Corporate 
business is well placed to finance extensions of its overseas assets, 
but direct investment in mines or plantations or factories has always 
been the smallest part of foreign investment. There has also, from 
time to time, been some capital flight to the outer sterling area, 
which Central Banks have used to pay for imports. But the major 
part of foreign investment consists of lending to governments or to 
public utilities (now mostly in government ownership) and the 
prospects of such lending are adversely affected by shortage of dis¬ 
posable savings. This is one reason why, as we shall see in a later 
section, foreign investment has now become much more dependent 
upon inter-governmental transfers, and much less on private lend¬ 
ing. As for public utilities at home, for a long time it has been the 
practice to control their prices and profits at such low levels that 
these undertakings have not been able to put much to reserve, and 
have had to finance their extensions by fresh borrowing. In the new 
situation, either they must charge higher prices, and earn large undis¬ 
tributed profits, as manufacturing business does, or else they must 
turn increasingly to government for finance. The political atmosphere 
seems hardly favourable to the first of these courses. 

As the government taxes profits more heavily, and so reduces 
private saving, it is inevitable that it must save more itself, if total 
saving is not to fall, and also that it must create machinery for supply¬ 
ing savings to some classes of borrowers who hitherto relied on 
disposable private savings. Hence in the United Kingdom in t e 
years immediately after the war the Central Government, in s arp 
contrast with pre-war practice, financed from taxes not only' | e 
whole of its own capital formation, but also all the borrowing ot t e 
local authorities. More recently it has receded from this position, it 
does so correctly if its purpose is to reduce taxes on profits and so to 
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stimulate private saving, but not if its purpose or effect is to stimulate 
consumption, unless it is now desired to reduce the rate of capital 
formation in favour of a higher ratio of personal consumption. If 
taxes on profits remain at their present levels it is hard to see how the 
United Kingdom government can escape an obligation not only to 
finance all central and local capital expenditure out of taxes, but also 
to be a source of savings for new business, for agriculture, for foreign 
investment and for public utilities. 

The fact that high taxation on profit incomes eats into private 
savings pleases those people who object to economic growth occurring 
through private investment and the growth of private fortunes. They 
prefer that the state should be the major source of finance, and the 
only large owner of wealth. Something like this is indeed achieved if 
the state siphons off into its own coffers the larger share of profits, 
which it in turn uses for further investment, but how far it can go in 
this direction without diminishing the incentive to invest is an open 
question. Many people in the United Kingdom are convinced that 
the limit has already been reached and passed; others point out that 
in fact, despite the level of taxation, gross investment in the United 
Kingdom is currently higher than it has been for many decades. 
Presumably even if the state took nearly all the profits, investment 
could still be kept at a high level provided that the state left enough 
incentives to the managerial classes to keep them willing to go on 
working for the state investor. High taxes on profits will destroy 
development if the proceeds of the taxes are spent by the state on 
current purposes, instead of being saved and invested productively; 
and if the managerial classes are not rewarded both financially and 
socially; but the disappearance of the private investor need not hold 
up development if other agencies take over his functions 

Quite apart from problems of profit taxation, many people take 
the view that in the less developed countries a special duty lies upon 
governments to levy taxes as a source of saving, with a view to 
raising the rate of investment above the levels it would otherwise 
attain. Since in these societies profits are only a small part of the 
national income, this is largely a question of taxing wages and 
salaries, peasants’ incomes, and rents. The rent incomes of large 
landowners are in these societies used largely to maintain retinues 
and to support local charities, rather than saved, and taxes on these 
incomes force landlords to reduce their ‘consumption’ mainlv bv 
cutting down the number of people who depend on them for sup¬ 
port. It is m these days politically easier to tax large landlords than 
to tax workers or peasants, but it is generally not possible to raise a 
substantial sum in taxes without extending some way down the scale 
of incomes. Perhaps the least painful way of getting the required 
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sums is to tax increases in income, but this is practicable only in 
societies where income per head is in fact increasing. It has been 
achieved in such countries as Burma and the Gold Coast, where the 
government has impounded much of the improvement in the terms 
of trade since the war; and it was also achieved in Japan before 1914, 
when vigorous measures designed to increase peasant yields per acre 
were associated with equally firm taxation, which siphoned off a 
good deal of the increase into the coffers of the government. 

It is probably true that any country can save 12 per cent of its 
national income without hardship if it wants to. It seems also to be 
true that it can save that amount voluntarily only when profits have 
become a sufficiently large part of its national income. If it does not 
wish its development to depend upon private profits, or if, alterna¬ 
tively, it does not wish to wait for a slow growth of private profits to 
that level, it can force itself to save through inflation or through 
taxation. It is only comparatively recently that we have come to 
think of the government as a potentially large source of saving. It 
seems likely that in the twentieth century it may come to exceed all 
other sources in importance, even in countries where the economy is 
left mostly to private enterprise. The problems which this creates we 
take up again in section 3(a) of this chapter, and in section 2(b) of 
Chapter VII. 

(c) External Finance 

Nearly every developed state has had the assistance of foreign 
finance to supplement its own meagre savings during the early stages 
of its development. England borrowed from Holland in the seven¬ 
teenth and eighteenth centuries, and in turn came to lend to almost 
every other country in the world in the nineteenth and twentieth 
centuries. The United States of America, now the richest country 
in the world, borrowed heavily in the nineteenth century, and is in 
turn called upon to become the major lender of the twentieth. 

A developing country would find difficulty in supporting its capital 
programme exclusively from domestic savings even if it wanted to, 
in so far as development programmes usually involve importing 
some capital goods from abroad. For example, suppose that a 
government plans to spend £x on importing capital goods, and £y on 
wages and salaries, and that for this purpose it levies in taxes 
£x-\-y. On the face of the matter this act should seem neither e a- 
tionary nor inflationary, since expenditure and taxes exact *y ° se 
each other, but in practice it is deflationary, and strains the balance 
of payments. The £y paid out locally is more or less onset y 1 e y 
of taxation, in its effects both on local purchasing power and on 
the balance of payments. But the £x spent abroad cannot be finance 
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by taxing away £x of local purchasing power, which releases foreign 
exchange only to the extent of £mx, where m is the marginal pro¬ 
pensity to import. Moreover the £x spent abroad also takes some 
purchasing power out of domestic circulation, without putting any¬ 
thing in its place, and so sets deflation in motion. These unpleasant 
consequences are avoided if exports and home consumption substi¬ 
tute for each other, so that as home consumption falls more goods 
are automatically exported, since this both provides foreign exchange 
and also maintains home income. This happens to some extent, but 
not completely. In due course balance of payments equilibrium is 
reached, the deflation at home causing imports to contract, and the 
fall in prices causing exports to expand. Once the necessary adjust¬ 
ments have been made, a country can maintain a given level of capital 
formation without foreign aid. But the impact effect of stepping up 
the rate of capital formation is almost certainly to cause a shortage 
of foreign exchange, which has to be met by running down foreign 
assets, if any, by foreign exchange control, or by foreign assis¬ 
tance. 

If a programme financed by taxation or by domestic savings 
imposes a strain on the balance of payments it may be surmised that 
an even greater strain is imposed by a programme which puts the 
unemployed to create capital and uses new money for the purpose. 
If such a programme is not to cause inflation at home, almost the 
whole of it must be covered by foreign exchange, part to pay for 

. . 1^ programme, and part to pay for 

imports of consumer goods to set against the money paid out 
locally. If imports and home goods do not quite substitute for each 
other, there will still be a minor amount of local inflation, which will 
facilitate the absorption of the imports. In practice, not quite the 
whole of the local expenditure needs to be covered by foreign ex¬ 
change, since some part of the money spent locally will be hoarded 
and need not be matched by consumer goods. On the other hand 
one act of investment usually sets off others, so that any foreign 

exchange saved in this way will almost certainly be used up in further 
expansion. 


We are here at the core of the dispute between the United Nations 
International Bank for Reconstruction and Development on the one 
hand, and would-be borrower nations on the other, when the Bank 
a 5 ; inception, interpreted its terms of reference to mean that it 
should lend only the foreign exchange required to pay for capital 
goods imported abroad for development projects, and should not 

SS&ftT f Wag6S ° r l aIarieS paid locaU y- This interpretation 

provided all the foreign exchange that was required if the local wages 
and salaries were paid out of taxes, or out of borrowing of a kind 
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that reduced other domestic outlays correspondingly; but it was 

inadequate if the object was to use surplus labour to create capital 

goods without reducing other domestic outlays. Given the level of 

saving in the less developed countries, if they are to step up domestic 

capital formation without taxes or inflation, they will need additional 

foreign exchange equal almost to the whole cost of their additional 
programmes. 

Given the level of domestic savings, additional foreign exchange 
may become available through mobilizing existing hoards, or through 
receiving foreign assistance in the shape of loans or of grants. 

The quantity of gold, jewellery and foreign exchange privately 
owned varies widely from country to country. In the countries of 
South and South-East Asia and of the Middle East it is customary 
for people to hoard gold and jewellery; in other countries existing 
hoards are relatively insignificant. Just how much is now held in these 
forms is not known, but the best guesses do not exceed 20 per cent 
of national income, even though the sums involved may seem large 
in absolute terms. Neither is there any simple means of getting hold 
of these sums. Several countries (e.g. the United Kingdom) have 
made it an offence to hold gold or foreign exchange without declaring 
it to the Treasury, but the effectiveness of such laws depends partly 
upon how law-abiding the people are, and partly upon how vigor¬ 
ously and how drastically they are administered. The hoarding of gold 
is stimulated by inflation, so presumably one condition for voluntary 
dishoarding is confidence in the stability of the domestic currency 
Some hoards can also be brought out by a policy of offering an 
attractive price temporarily. Ruthless governments succeed in mob¬ 
ilizing private hoards almost as soon as they come into office but in 
less ruthless countries dishoarding contributes only slowly and in 
small degree to the foreign exchange required for develop¬ 
ment. 

Some governments are themselves hoarding on a large scale, in 
so far as they continue to back their domestic currency fully with 
foreign exchange. This is the case, for example, with all the British 
colonial governments, since the colonial currency system requires 
that all colonial currencies be backed 100 per cent by sterling. It is 
obviously unnecessary to back a currency with foreign exchange to 
this extent, since there are no conceivable circumstances in which the 
whole of the domestic currency will disappear from domestic circu¬ 
lation. It is sometimes argued that this practice does not matter in 
the case of the British colonies. The surplus currency backing is 
invested in gilt edged securities, which yield the long term rate ot 
interest, and if these colonies needed money they would have no 
difficulty in borrowing in London at similar rates. In so far as this is 
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true, the 100 per cent backing does not handicap development; it 
will become important only if a colony has difficulty in borrowing at 
rates corresponding to those at which it is lending. 

Reference must also be made to the sterling balances which a 
number of countries accumulated during the second world war, and 
immediately after the war. Most of these countries have now run 
down their balances to levels where they are not much more than is 
needed for currency reserves, but one or two others are still increasing 
their balances, because their foreign earnings are increasing more 
rapidly than their imports. The existence of these balances has made 
it possible for such countries as India or Egypt to carry out develop¬ 
ment programmes without foreign exchange stringency, and is one 
of the main reasons (the U.S. foreign aid programme being the other) 
why the development of world production went ahead at full pace 
after the war in spite of the low recovery of international investment. 

It may be thought that before passing from the mobilization of 
hoards to the possibilities of foreign assistance we should consider 
also the possibility of making more foreign exchange available for 
development by reducing the ratio of imports for home consumption 
relatively to exports. But this cannot be done without increasing 
savings; it belongs therefore to our previous discussion of domestic 
savings rather than to this section on external finance. More foreign 
exchange can become available by producing substitutes for imports, 
by expanding exports, or by rationing foreign exchange. To get hold 
of it for development purposes is not itself very difficult, given fairly 
efficient administration; what is more awkward is the consequences. 
For if the general public is not allowed to spend as much upon 
imports as it wishes to do, it will spend more upon domestic goods. 
This may reduce exports, if exports are of the same kind as goods 
consumed at home, and may in this way frustrate the purpose of 
import controls. If this problem does not arise, or is overcome, the 
additional domestic expenditure will create inflation at home, which 
is a form of saving. Or, if inflation is to be avoided, the reduction in 
imports must be matched by a fall in expenditure on domestic goods, 
resulting either from taxation or from an increase in voluntary 
saving. Control of foreign exchange earnings must therefore be seen 
as a part of a policy for increasing domestic savings, rather than as 
an additional source of finance for investment. 

We come then to foreign assistance, whether by way of grant or by 
way of loan, as a source of finance for investment. Until the outbreak 
of the second world war foreign assistance depended almost entirely 
upon private initiative, which in turn depended mainly upon com¬ 
paring the investment opportunities at home with those abroad. In 
general, the lending countries were the developed countries and the 
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borrowing countries the less developed, taking as the measure of 
development capital per person employed; but there is no simple 
law that it is more profitable to invest in less than in more developed 
countries, or that as a country develops it passes automatically from 
debtor to creditor status. 

One reason for expecting developed countries to export capital is 
the belief that the rate of profit must otherwise fall in a developed 
economy as capital accumulation takes place. The doctrine of the 
falling rate of profit dates at least from the eighteenth century, and 
has been accepted by practically every school of economists, even 
though the reasoning with which they have supported it has not 
always been the same. The most notable exception to this agreement 
was the economist, Alfred Marshall. In Official Papers (page 49) he 
expressed the usual view, but in his Principles (page 681) he argued 
that whereas the increase in capital per head tends to reduce the 
return on capital, technical progress, on the other hand, provides 
new opportunities for using capital, and so tends to raise the rate of 
return. Thus, he said, the yield of capital in England fell from 10 per 
cent in the Middle Ages to 3 per cent in the middle of the eighteenth 
century—a long period of slow technical progress—after which the 
decline was arrested by the great increase in opportunities for using 
capital. If this is the right way to look at the matter—and it seems to 
be—there is no law that the yield of capital must fall in developed 
economies; it may, or it may not. 

We get a different answer, however, if we turn from the rate of 
profit on capital in general to the rate in particular lines of invest¬ 
ment. In any particular line the possibilities of further expansion are 
soon exhausted, or at any rate greatly reduced. All industries develop 
on a logistic pattern, growing fairly slowly at first, then rapidly, and 
later on growing again quite slowly. Hence the investors in any 
particular line sooner or later come to a point where there is not 
much more scope for investment in that line at home. It is open to 
them to put their accumulating profits into quite different industries. 
But there is also the temptation to stick to the field in which they have 
specialized knowledge, and to use their profits to take the industry 
into new countries. Thus the British railway interests, having built 
railways at home, turned to the promotion and building of railways 
in foreign countries. The British tin companies sent their capital to 
open tin mines in Malaya and Nigeria; just as the American oi 
interests and the copper interests invested in the same lines overseas. 
Not infrequently the movement is helped by overseas restrictions on 
imports from the developed country, such as have stimulated U.b. 
manufacturing concerns to invest in opening subsidiaries in Latin 
America, or else by competition from newly developing industries in 
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low-wage countries, such as sent British capital to open jute factories 
and cotton factories in India. 

This migration of capital is checked however, not only by the fact 
that new opportunities for investment are opening up all the time in 
the developed country, but also by the deficiencies of the less devel¬ 
oped countries for investment. For it must not be taken for granted 
that it is profitable to invest in less developed countries just because 
they are less developed. The fact is that these countries have certain 
marked disadvantages for investment. For one thing, the social 
framework is not always suitable. Even though the genetic compo¬ 
sition of peoples may be much the same, as far as potential product¬ 
ivity is concerned, their cultural inheritance is very different. Illiteracy, 
shortage of modern skills, and lack of adjustment to the wage 
relationship keep productivity low; while differences in forms of 
government and in social attitudes increase the uncertainties of 
investment. Hence new techniques which might yield handsome 
returns in developed countries are not necessarily an attractive 
investment in the less developed. There is also the vicious circle of 
capital shortage. If a new undertaking is to be started, the pro¬ 
ductivity of this undertaking depends not only upon itself, but also 
upon the efficiency of all other industries whose services the new 
undertaking would need to use—especially general engineering 
services, suppliers of components, transport, and other public 
utilities. This in turn depends partly upon how highly capitalized 
these other services are. Hence the productivity of one investment 
depends upon other investments having been made before in many 
directions. At least up to a point, there are increasing rather than 
decreasing returns to capital investment. It may well be more 
profitable to invest capital in countries which already have a lot of 
capital than to invest it in a new country. If this were always so no 
capital would be exported; the gap between the standards of living 
of more and less developed countries would widen continuously 
and we might even venture to compose a law that there is a natural 
tendency for capital to flow from less to more developed countries. 
In practice the international flow of capital is small, and the eao 
between standards of living does widen, so this is at least a warning 
against accepting generalizations based simply upon levels of develop- 

If any generalization is justified, it is probably more securely based 
upon available natural resources than upon the level of capftal per 
head. The most productive investments are those which are made^o 
pen up rich, easily accessible natural resources, such as fertile soil 
oil, coa or ores. It is also profitable to invest capital in introducing 
new techniques, even when there are no new resources, but this is not 
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as profitable as is using capital to make available both new tech¬ 
niques and new resources. This is the principal reason why most of 
the capital exported in the last hundred years went to the Americas 
and to Australasia, where there were abundant new resources, 
rather than to India or China, where the opportunity was to a greater 
extent one of using known resources better. This also explains why 
the United Kingdom and Western Europe rapidly became capital 
exporters (the limits of their natural resources were soon reached) 
whereas Canada, the United States and Australia are very late in 
reaching the capital exporting stage, despite their very high wealth 
per head when compared with the rest of the world. 

The nearest generalization we can make, therefore, is that capital 
tends to flow towards those places where new rich natural resources 
can be fairly easily opened up, and away from places whose resources 
are already highly capitalized, and where new resources are much 
less abundant. This is not the same as saying that a country becomes 
a capital exporter when it needs to import raw materials or food. 
Britain invested in the nineteenth century wherever she thought there 
was money to be made, irrespective of her imports. In the earlier part 
of the century she was investing in Latin America; in the middle part 
in building railways in Europe; and later she was lending to finance 
miscellaneous activities in Egypt. Similarly, the foreign investments 
of the United States have not been shaped principally by shortage 
of supplies in the United States. American investment flowed into 
copper and oil long before the U.S. became an importer of these 
commodities; neither does the United States invest in Latin Ameri¬ 
can manufactures as a potential source of supplies. 

It is often asserted also, that Britain could not have adjusted to 
creditor status if she had not needed to buy ever increasing quantities 
of primary products, but the facts do not support this assertion. 
In the first place, Britain used her earnings on foreign investments, 
and repayments of the principal, not to pay for imports, but to add 
to her overseas capital; she merely reinvested overseas what was due 
to her. British retained imports were the same proportion of the 
national income (28 per cent) in 1913 as they had been in 1873, 
despite the enormous growth of her invisible earnings during these 
forty years. (It is possible that Mr. A. R. Prest’s estimate of the 
national income for 1873, on which this calculation is based, is ; rather 
low; but raising the estimate by a reasonable amount would sti 
leave our conclusion that the interest on foreign loans was used no 
mainly to increase the ratio of imports to national income, u 
mainly to increase the ratio of foreign investment.) This metho o 
dealing with the situation, however, involves a rapid growth in t e 
rate of foreign investment, which will presumably be at the expense 
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of home investment unless domestic savings are growing relatively 
to national income. If profits, savings, domestic investment, and 
foreign investment are to be held as constant proportions of national 
income, a prolonged bout of foreign investment must result in due 
course either in a rise in visible imports, or in a fall in visible exports, 
relatively to national income. 

These embarrassments are due to the speed with which the inflow 
of interest and amortization payments catches up with the outflow of 
capital. For example, if national income were constant, and foreign 
loans constant, and repayments made after twenty years, then after 
twenty years repayments would be equal to outgoings, and in addi¬ 
tion there would be coming in the interest on the past twenty years* 
investments, which could be accommodated only if the propensity 
to import were increased, or if alternatively visible exports were cut. 
If we assume instead that national income is rising, and that foreign 
lending is a constant proportion, then, as Professor Domar has 


recently shown (see Bibliographical Note), after twenty years the out¬ 
flow will just equal the inflow if the rate of interest on the loans coin¬ 
cides with the rate of growth of the national income; but if, as is more 
likely, the interest rate exceeds the income growth rate, then the 
inflow will be stabilized proportionally at a level higher than the 
outflow. The result is even more embarrassing if, as in the British 
case, visible imports and exports are held constant relatively to the 
national income, and the inflow of interest and repayments is all 
reinvested. For in this case the ratio of foreign investment to national 
income rises all the time, in arithmetical progression if the interest 
rate and the income growth rate are the same, and even faster than 
this if the interest rate exceeds the income growth rate. For exam¬ 
ple, suppose that a country invests abroad 2 per cent of national 
income every year, that it receives 5 per cent interest which it also 
reinvests, and that national income grows by 3 per cent per annum. 
Then even if the loans are non-repayable, the annual investment will 

aIT* i-a CCnt ° f tl ° nal mc ° me in the first y ear to 6 Per cent 

yCar ’ u lW, H conlinue to rise at an increasing rate. 
Something very much like this is what happened to British foreign 

investment between 1870 and 1913. If it is to be avoided and Ihe 
propensity to import is also to be held constant, then visible exports 
mus fall relatively to national income. As it hapS BriS 
visible exports, allowing for cyclical and secular swings remained a 
constant proportion of her national income, but her share of world 

Erroneous beliefs about what happened in the British case have 
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caused some observers to fear that it is not feasibie for the U.S.A. 
to take Britain’s place as the world’s leading creditor, but these fears 
are groundless. In the first place, it is not necessary to develop an 
import surplus if earnings are reinvested; in the second place, there 
is no reason to expect the U.S. imports of food and raw materials to 
grow less rapidly than U.S. income (many expect imports to grow 
faster); and in the third place, U.S. exports of manufactures are now 
so large, relatively to the world total, that there is plenty of scope for 
maintaining world equilibrium by checking the rate of growth of her 
exports of manufactures. So long as world demand for primary 
products continues to grow, it will pay investors to open up new nat¬ 
ural resources, and there is no reason why the countries which make 
the investments must also be the countries which import the goods. 

If the most profitable investments are those which open up new 
natural resources, it is plausible to argue that there is less scope for 
international investment in these days than there was in the nine¬ 
teenth century, because there are no unfilled lands as rich as were 
those of the United States, of Canada, and of Australasia. If this is 
so, international investment must depend to a greater extent on the 
profitability of transferring new techniques, to start, in the less 
developed countries, industries and processes which have proved 
profitable in the more developed countries, and which are now 
showing slower expansion at home. (This kind of investment is not 
necessarily tied to food and raw materials and does not therefore 
necessarily raise the problems erroneously alleged to arise with 
primary products.) It is indeed arguable that, as the gap between the 
more and the less developed countries widens, the advantage to be 
derived from introducing new techniques becomes greater and 
greater, so that by now there is scope for a tremendous movement 
of capital from the more developed (in the sense of technique) to the 
more backward—for example in agriculture. Transference of tech¬ 
nique, however, is not simply a matter of investment; it depends upon 
institutional changes in general, and upon an intensification of 
educational and extension facilities in particular, which require 
action at many different levels. Much of this action has to be taken 
by governments; in the field of agriculture, for instance, action 
creating extension services, extending irrigation facilities, building up 
a network of rural credit societies, and so on. The scope for irec 
private foreign investment is probably much more limited w cn i is 
a question of transferring new techniques than w hen it is a oues 10 
of opening up new natural resources. There may be just as mu 
need for foreign capital, and the effect on output may e just as gre 
but the old channels are no longer so relevant. We shall be re urmng 

to this point in a moment. 
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The current breakdown of international investment is not, at 
least in the first instance, directly due to any of the matters which we 
have so far discussed. It stems rather from the Great Depression of 
the 1930’s, and from subsequent events. 

International investment revived fully after the first world war. 
Immediately before tnat war it was running at a level of about 
1,600 million dollars, and by the end of the 1920’s, it was running at 
about 2,000 million dollars, worth about the same in real terms, 
when account is taken of the change of prices. There were notable 
changes in the sources and direction of the flow. The United States 


had ceased to be a net borrower, and was now putting up half of 
what was lent, the United Kingdom’s contribution having already 
shrunk very considerably. And Germany, which was lending sub¬ 
stantially before the first world war, was now taking nearly half of 
what was lent. Correspondingly, the position of primary producing 
countries overseas had worsened; in real terms they were getting in 
the nineteen-twenties only about a half as much as they were borrow¬ 
ing before the first world war. Some people have attached much 
significance to this change in the direction of flow, arguing that in¬ 
vestment in German reconstruction was necessarily more insecure 
than investment in primary producing countries overseas, since the 
overseas countries could pay acceptably in primary products, while 
Germany could pay only unacceptably in manufactures. We have 
already, however, expressed doubt as to the validity of this line of 
reasoning. And, in fact, when the collapse came in the 1930's, the 
primary producing countries were just as badly hit as Germany,* and 
had just as much difficulty in meeting their commitments. 

The emergence of the United States as the chief source of lending 
seems to have had special significance in the collapse which came 
because of the absence of traditions and institutions for foreign 
lending in that country. The lack of institutions is thought to have 
increased the cost of lending, as well as to have caused" lending to 
take place with insufficient discrimination, so that a smaller propor¬ 
tion of American lending than of British lending could weather a 
storm. The absence of a tradition of foreign lending also made the 
lenders more nervous. An experienced lender knows that slumps are 
succeeded by booms, and does not lose his nerve when the slump 
comes. Whereas many American lenders allowed themselves to be 
deceived by over-optimistic propaganda in the 1920’s, and corres- 

y , b ? Came ^-pessimistic in the 1930’s. Whether this wcak- 
? j? of traditions and institutions was the real reason or not, the fact 

imahle^o "* Depressi ? n arrivcd > and many borrowers were 
unable to meet their commitments, American lenders reacted 

violently against the whole conception of foreign lending. Particular 
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resentment was roused by failures in respect of war debts. A Federal 
Act of 1934 made it an offence to sell in the United States the bonds 
of any government which had defaulted on its obligations to the 
United States government: this Act applied to nearly every important 
government in the world except that of Finland. At the same time, 
the legislatures of several states passed Acts prohibiting institutional 
borrowers from holding foreign government bonds. Since govern¬ 
ments are the largest borrowers, this was a major blow at inter¬ 
national investment. Even in 1954 it remains impossible to float a 
foreign government loan successfully in the United States. When the 
United Nations International Bank for Reconstruction and Develop¬ 
ment was formed at the end of the second world war, its President 
had to spend nearly two years touring the state legislatures and 
persuading them to pass Acts permitting institutional investors to 
hold bonds issued by this Bank. 

The defaults on war loan payments were a political decision, 
springing out of an agreement reached by the debtor nations at 
Lausanne in 1932, to the effect that they were willing to forgive the 
debts owing to them if the United States in return would forgive what 
she was owed. The United States refused to give up her claims, but 
everyone else (except Finland) decided to regard war debts as can¬ 
celled. The defaults on other loans, however, were to a greater extent 
due to circumstances beyond the debtors* control. The Great 
Depression was excessively severe. The dollar value of world trade 
fell in three years by 60 per cent. World production of manufactures 
fell by 30 per cent, and though the production of primary products 
was better maintained, the incomes of the primary producing coun¬ 
tries were adversely affected by a sharp movement of the terms of 
trade against them. In the event, most of the countries of the world, 
except the United States of America, ran into very serious balance of 
payments difficulties. Foreign exchange had to be strictly rationed, 
and in some cases it was quite true that no foreign exchange could be 
made available for debt service if essential imports of food and raw 
materials were to be maintained. It was equally true that countries 


caught in such a whirlpool were in no position to borrow money, 
either on private or on government account. International invest¬ 
ment dwindled away to nothing in the 1930's. On the average, repay¬ 
ments to the creditors in this decade exceeded new lending. 

Since the second world war, world production and trade have 
revived beyond the levels of the inter-war period, but international 
investment, excluding U.S. government grants, ^ excluding 
transfers from one communist country to another, is g g■ y 

about 2,000 million dollars a year. This is certain y very 
compared either with the 1920’s or with the years immediately before 
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the first world war. If allowance were made for the increase of prices, 
the investment of the 1920’s would now be worth about 3,000 million 
dollars; and if investment were also presumed to increase with world 
production, the appropriate figure would be somewhere nearer 4,500 
million dollars. If we enquire why the present level is so low, the 
answer is to be found in deficiencies both of supply and of demand. 

On the side of supply we may list the deficiencies as follows: (a) 
the relative decline of Western Europe, ( b ) the reduction of disposable 
savings, and (c) the demand for guarantees. And on the side of 
demand we may note a reduction in the spheres open to private 
investment. 


The decline of Western Europe is a decline not of production but 
of balance of payment surpluses available for foreign investment. 
This is not to be explained by adverse terms of trade, since Europe’s 
terms of trade are not now very different from what they were in 
1913. Neither is there evidence that Western Europe is saving less 
now than it was saving in 1913; the evidence is rather merely that 
it is investing a much larger part of its savings at home. Western 
Germany is engaged in an enormous programme of reconstruction. 
France, awakening out of a 25-year period of near industrial stag¬ 
nation, has embarked upon domestic investment at a level not attained 
since the early days of reconstruction after the first world war. And 
Britain is now investing at home at a rate, relatively to her national 
income, which was last reached in the 1870’s. These countries cannot 
spare the goods for foreign investment, because they are using them 
up at home. Even when the United Kingdom permits foreign govern¬ 
ments to borrow, or to run down sterling balances, the required 
movement is not always achieved in the balance of payments 
because the required capital goods are not exported. Hence, whatever 
promises may be made on paper, it is useless to expect Western 
Europe to be once more a large exporter of capital until such time as 
the domestic use of resources is reduced. When this will be cannot be 
foreseen. At present investment is in full spate—in houses, in electric 
power, in agricultural machinery, in coal mining and in every other 
sphere. There may come a time when the desired level is attained in 
one or other of these spheres, e.g. in housing or in agriculture. If 
domestic investment falls without an increase in other domestic 
demand, foreign investment will become possible. There may also be 
a fall in the government’s use of resources, which has expanded 

uses S H f01 " pUrposes of rearmament; the U.K. now 
uses (1953) about 13 per cent of gross national product for military 

purposes, as compared with 6 per cent in 1938. Some part of a S 

KTu T ° f resources wouId flow into direct consumption 
but it would almost certamly also be matched by some tax reliefs of 
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the kind which increase savings rather than consumption. 

Given that Western Europe is using up its own savings, it is hard 
to decide how much importance to attribute to the relative decline of 
disposable personal savings. If foreign bonds were offered in 
Europe’s markets, who could buy them? For example, in Britain 
before the war dividends net of income tax were 55 per cent of the 
net income of companies (before tax), the government taking 32 per 
cent, and the companies keeping 13 per cent as undistributed profits. 
Whereas in 1952 dividends had fallen to 18 per cent (equal to 4 per 
cent of national income) out of which surtax had also to be paid. 
In these circumstances foreign investment is feasible on a significant 
scale only if companies or governments are willing to put up the 
money. Companies can and do finance direct investment, in sub¬ 
sidiary or associate undertakings in foreign countries. But the largest 
item of foreign investment used to be the purchase of foreign 
government bonds, and this is hardly likely to attract company 
finance. The financing of foreign governments must therefore now 
almost exclusively depend upon inter-governmental transfers. The 
United States of America shows the same trend as Western Europe— 
a fall in personal disposable savings associated with increased 
company and government savings. The shift is not as pronounced as 
in Europe, but in any case, for reasons already explained, U.S. 
private investors are either unwilling or unable to buy foreign 
government bonds. Foreign investment must in future therefore be 
mainly a matter of direct investment by companies, and of inter¬ 
governmental transfers. 

Direct investment is further restricted by fear of arbitrary action 


by foreign governments; in particular, fear of refusal of foreign 
exchange for transferring profits or repatriating capital, and fear of 
nationalization. Refusal of foreign exchange occurred frequently in 


the 1930’s, often for no worse reason than that no foreign exchange 


was available. The governments of capital importing countries are 
now asked to declare that they will not restrict transfers of profits or 
of capital, and several have done so. The declaration is important 
evidence of goodwill, but in a severe exchange crisis even the best 
goodwill may have to give way to shortage of foreign exchange. It 
has therefore been suggested to the governments of capital exporting 
countries that they may have a part to play in extending temporary 
foreign exchange loans for this purpose during a severe s ump. 
Suppose, for example, that a foreign firm in country A app ies or 
permission to transfer profits or capital to country B at a time w en 
foreign exchange is not available; then country B may en t e 
Central Bank of A the sum required for this purpose, on the under¬ 
standing that this sum is to be repaid in three years (by which time 
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the crisis is supposed to be over). Such a plan has been considered 

favourably in Washington and is now operating for certain classes of 
investment. 

Nationalization is a more difficult problem. Foreign firms want to 
be assured that they will not be nationalized, and some governments 
are giving assurances that there will be no nationalization during a 
specified period, say the first 25 years of the undertaking’s existence. 
It is doubtful how useful such assurances are, since no government 
can bind its successor. A better assurance is that if firms are nationa¬ 
lized, their owners will receive fair compensation determined by 
independent arbitrators. This kind of assurance can be written into 
a country s constitution, and is then not so dependent on the whims 
of changing governments. It is frequently argued that the time has 
come to have some sort of international code or convention outlaw¬ 
ing arbitrary acts against foreign investors, such as discriminatory 
taxation, nationalization without compensation, restrictions on 
transferring profits, and the like. Such a convention would help to 
improve the atmosphere of international investment, and therefore 
to stimulate its flow. But since rules are most effective when they can 
be enforced, it is even more useful to have internal legislation within 
the capital-importing countries, which can be enforced in their own 

courts against their governments, than to have international declara¬ 
tions which carry only moral sanctions. 

Apart from the protection of such direct investments as are made 
here is also the wider question which direct investments shall be 
allowed. If the supply of foreign capital has been reduced, for the 
reasons wc have just noted, the demand has also been reduced in the 
sense that direct investment is no longer allowed in several spheres 

” most important. In 1913 British overseas investment was 

distributed as follows: railways and other public utilities 46 per 
cent, government stocks 30 per cent, mines 9 per cent, all other 15 
per cent. Nowadays most governments have nationalised or intend 

obiectTr 6 ^ ayS and ° ther public uti,ities » and many others 
object to foreign operation of mines and of plantations The result 

“ t0 . leave ve 7. Mttte scope for direct private forcig" investment! 

oreign capital is allowed into commerce, but there is usually ade 
quate domestic capital for commerce, and the tendency to establish 
s atutory agenci cs for marketing agricultural pX £E 

MDUaTis u e su C M Pe PriV , atC f ° reign C3pi,al in comm erce. Foreign 
, f usually quite welcome in manufacturing industry but the 

demand for manufactures is small in most undeveloped coumries so 

Latin America is the only part of the world which isattractin* much 

reign capital for manufacturing. In view of the limits f u 
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recent years 70 per cent of American foreign investment has gone 
into oil. 

The role of direct foreign investment in economic development is 
usually misconceived, both by those who dislike it, and by those who 
support it. The case for foreign investment is that it provides foreign 
exchange, raises domestic income, and increases domestic skills. 
Domestic income increases because the undertaking pays wages and 
salaries to local people, buys local supplies, and pays local taxes; 
and these payments not only increase consumption, thereby stimu¬ 
lating local production, but also make it possible to have larger local 
savings, and also to spend on schools, medical services, and other 
permanent improvements. If the choice is between local capital and 
foreign capital, the advantage may lie with the former, but if, as is 
more often the case, the choice lies between foreign capital or leaving 
resources undeveloped, then there is little doubt that foreign invest¬ 
ment plays a most useful role in providing income to pay for higher 
standards of consumption, of education, and of domestic investment. 
Potentially more important than the foreigner’s contribution of 
capital is his contribution of skill. In most countries at a low level of 
development it is the foreigner who brings new techniques, and it is 
the spread of these new techniques among the people which carries 
development along. For this reason many countries have gone out of 
their way in the past to invite foreigners to come in and establish new 
industries. The country does not get the greatest benefit if the 
foreigners keep the secrets of their craft to themselves, and therefore 
admission of foreigners may be accompanied by a requirement that 
the newcomers must train local people. In these days the most 
important craft which foreigners possess is the technique of managing 
large undertakings. Most other crafts can be learnt in technical 
colleges or universities, but business management can be learnt only 
in the practice of managing businesses, so if the foreigners refuse to 
employ the indigenous people in managerial positions, where they 
may acquire experience, the foreigners may acquire and retain a 
stranglehold over the economy. This is why so many countries in 
these days pass legislation requiring foreign businesses to emp oy a 
least a certain percentage of indigenous persons in supervisory jo s. 
One can think of no country, including Britain, Russia£ */>d J apa. 
where foreign business did not play a major role in the initial stages 
of development, both by providing extra income, and also by impart 

in 1=S„1:?s»,n, i, feared i» ^dee-d.ve.oped co.mere^bo.h 

for political and for economic reasons. On t e po ' ‘ t ies 

great fear that it may lead to loss of.ndependence Cred o countnes 

may indeed be tempted into imperialist acts when the institutions and 
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habits of the debtor countries differ from their own. If money is lent 
to Canada the creditors know that they will have as good protection 
in Canadian courts as they would have in their own, but many other 
countries do not offer such assurance. The creditor may fear dis¬ 
crimination in the courts, or administrative discrimination, and is 
therefore tempted into imperialism simply as a way of protecting 
his investment. Apart from this desire for protection, there is also 
the urge to gain special favours—to get forced labour, or freedom 


from taxation, or contracts on favourable terms, or transport 
facilities put into the appropriate places—and this urge also may 
cause a powerful country to deprive its weaker neighbours of their 
independence. The loss of independence may be partial or complete; 
partial if the capitalists confine themselves to bribing politicians or 
backing one political group against another; or complete if the debtor 
country is reduced to colonial status. These fears are widespread, but 
their reality obviously to some extent depends upon the borrowing 
country itself—as to whether its institutions afford proper protection 
to foreign countries, and as to whether its political life is sound 
enough to resist foreign bribery. There was also much more sub¬ 
stance in these fears in the nineteenth century than there is in the 
twentieth century, since openly imperialistic behaviour has now 
become less fashionable. Nevertheless the fears remain, and are one 
of the strongest reasons why the less developed countries are anxious 
that the United Nations should create adequate institutions for 
transferring capital, so that they should not become dependent upon 
receiving capital from any one of the great powers. 

Politics apart, some people also dislike foreign investment for fear 
that it may give rise to excessive profits. There is a great tendency to 
exaggerate the profitability of foreign investment. The evidence 
suggests that foreign investment is not significantly more profitable 
than home investment, especially when allowance is made for in¬ 
vestments lost through expropriation. For example, some 40 per 
cent of British investment in 1913 was in railways; much of this has 
proved unprofitable, because of the swift rise of road transport after 
the first world war, or because of price controls, or because of 
nationalization at pre-war prices. Similarly there were heavy losses 
during the inter-war period on direct investments in primary products 
(rubber, tin, tea, sugar, etc.). The only outstandingly profitable 
investments have been those few cases where rich mineral bearing 
lands have been leased for totally inadequate royalties, either through 
ignorance or through political chicanery. It is also very important to 

nm!t" Sl,I r h th °u e foreign investments which involve a monopoly 

LSS? f i°k m th ° SC > Wh ,' ch do not ' If fore 'gners are given monopolies 
ot mineral bearing lands, or of the best soils, the local people cannot 
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displace them however competent they may become. But foreigners 
in commerce or in manufacturing industry are much less dangerous, 
since there is no element of natural monopoly to prevent local people 

from displacing them as they acquire finance and technical compet¬ 
ence. 

If a country can raise the capital and technical knowledge itself, 
its development can proceed without further foreign assistance. 
Sometimes it can raise the capital, but not the knowledge; then the 
best solution may be collaboration. A number of governments of 
less developed countries are entering into partnership with private 
foreign firms to start new industries, the firm supplying the manage¬ 
ment and more or less of the capital (ranging from none to 90 per 
cent). These partnerships are welcome to both sides: to the govern¬ 
ment, because it can exercise some control over policy, or can keep 
most of the profits at home, if it supplies most of the capital; and to 
the foreign firm because partnership with the government earns it 
goodwill, and provides some protection against discrimination or 
pressure. Governments are also favourable to partnerships between 
foreign and domestic capitalists, again partly to keep profits in the 
country, and partly to gain wider knowledge and experience for 
domestic capitalists. It is quite possible that direct foreign investment 
will develop mainly on these lines of partnership, especially where the 
capital involved in a single project runs into hundreds of thousands 
of pounds. 

On the other hand, however strong the case one can make for 
direct foreign investment, this form of investment must clearly be 
insignificant when put into its proper perspective. It is entirely 
erroneous to think that direct investment ever has been or could be 
the most important form of foreign investment. As we have already 
seen, in the heyday of foreign investment in 1913, three-quarters of 
British foreign investment was in government bonds or public 
utility stocks. When we take account also of the need to develop 
small scale agriculture, by making capital available through govern¬ 
ment agencies, it is no exaggeration to say that 80 per cent of the 
foreign capital required today is required by governments. Dj rect 
investment is only the fringe of the foreign investment prob em, 
hardly relevant outside the spheres of mining and of manufacturing. 
If foreign investment is to be revived, the major problems are no 
those associated with reviving direct investment, however esir 
able such investment may be, but are rather problems o ma i g 

capital available to foreign governments. « 

One reason why direct foreign investment has always ee 
is the private lender’s difficulty in assessing the merits o t e P n J 
borrower, some thousands of miles away, and in keeping an ey 
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what he does. The small plantation, or factory, or trading company, 
or mining concern, situated in Perak, or Kumasi, or Fiji, can hardly 
hope to issue shares which will be bought and sold on the London 
Stock Exchange. It is impossible for investors to know what such 
enterprises are worth, or to have confidence in their managements. 
Hence a good deal of foreign investment has had to be done through 
intermediaries. The gold mining companies in British Africa have 
come to be grouped under the sponsorship of a relatively small 
number of finance houses. These houses perform certain secretarial, 
marketing, and other functions for the companies under their wing, 
usually in return for a fee. They may also invest relatively small 
amounts. One of their main functions, however, from the point of 
view of the private investor, is to serve as guarantors of the bona 
fides of the companies under their wing. When one of these companies 
issues shares they will be more acceptable in London because it is 
known that the company is well sponsored. The same sort of develop¬ 
ment has occurred with tea and rubber plantations in the East. Many 
of these are managed and sponsored by a few well known houses, 
whose name serves similarly as a guarantee of bona fides. In the 
absence of such sponsorship the small or medium sized concern 
cannot have direct access to foreign capital markets: This has its 
further consequences. One is the great extent of the movement 
towards amalgamation, holding companies and monopoly among 
foreign owned concerns, e.g. in tin or copper mining: if the medium 
sized concern cannot get direct access to the market, one way out is 
to create a giant concern out of many small or medium concerns. 
This movement towards monopoly is not regarded with favour in 
the countries where it occurs, but it results inevitably from the fact 
that foreign capital markets cannot cope with small independent 
concerns. Another consequence is the extent to which foreign capital 
flows through companies already established in advanced countries 
opening up branches or subsidiaries in the less developed countries. 
This has been a feature of mining for tin, for copper and for oil. 
It is also practically the only way in which foreign capital has flowed 
into manufacturing; practically all the foreign-financed factories in 
the less developed countries are branches or subsidiaries of com¬ 
panies operating in the advanced industrial countires, or of the great 
overseas trading companies. 

We have here the main reason why private foreign capital has gone 
so largely into government bonds and public utilities, and only to a 
very small extent directly into industry, agriculture or trade. The 
thing cannot be done effectively without intermediaries. In the past 
these intermediaries have been finance houses, secretarial companies, 
or firms established in the industrial countries; or alternatively there 
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has had to be a movement towards monopoly and concentrated 
ownership in order to gain a footing in the capital market. More 
recently a new intermediary has appeared in the shape of government 
sponsored financial institutions such as Agricultural Banks, Develop¬ 
ment Banks, or Industrial Finance Corporations, which borrow in 
foreign capital markets, under government guarantee, and reinvest 
in small firms at home. But this serves only to emphasize the import¬ 
ance of government borrowing in the perspective of international 
investment, and the minor role which direct investment by private 
shareholders necessarily plays. The main problem in the revival of 

foreign investment is how to make more capital available to foreign 
governments. 

Before 1929 foreign governments could borrow in the capital 
markets from private lenders. This is no longer possible on any 
significant scale, whether because of American legislation, or because 
of exchange controls in Europe, or because of the reduction in dis¬ 
posable private savings, or merely because of unfavourable popular 
reactions to such loans. Hence, if governments are to borrow, they 
have mainly to borrow from other governments. The great era of 
private international lending ended in 1929; if international invest¬ 
ment revives, it will be into an era of inter-governmental financing. 

The first substantial provision made for inter-governmental lending 
was the establishment of the United States Export-Import Bank in 
1933, which lends mainly, but not exclusively, to governments. Then 
at the end of the war the United Nations established the Inter¬ 
national Bank for Reconstruction and Development with contribu¬ 
tions from the majority of the members of the United Nations. This 
Bank has also borrowing powers, which it has exercised in the 
United States and in Europe. Both these Banks make loans at low 
rates of interest (3 to 5 per cent), and with relatively long periods of 
repayment. In addition, the metropolitan countries have established 
facilities for investment in their colonies. The U.K. has established 
the Colonial Development Corporation, with government funds, 
which is primarily intended to invest directly, but which also lends 
money to private undertakings, to public utilities, and to public 
corporations. Other metropolitan governments in Europe have 
agencies for similar purposes. 

Although these opportunities exist for inter-governmental loans, 
the total of loans is small, and the existing facilities are by no means 
fully utilized. The chief reason for this is that these loans are in 
practice limited to ‘self-liquidating’ projects, that is to say to projects 
which themselves yield revenue directly—e.g. electric power or a 
steel mill—so that out of this revenue provision can be made for 
interest and for repayment of capital. Now a good deal of the 
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development needed in these countries at present is non-self-liqui- 
dating-expenditure on education, roads, public health, research, 
agricultural extension, or community development; and many other 
projects are only partly self-liquidating, such as rural water supplies, 
soil conservation or reclamation. These happen to be the most 
urgent priorities in most of the less developed countries. Prior to 1929 
a solvent government could borrow in the capital markets for any 
purpose it liked, or even without stipulating a purpose. These new 
agencies do not substitute for this facility, which has disappeared. 
They substitute for public utility borrowing, but not for the mis¬ 
cellaneous borrowing of governments, which used to absorb one-third 
of foreign lending. 

Moreover, the inability of governments to borrow merely to 
expand the framework of public services, itself restricts their ability 
to borrow for public utility and other self-liquidating projects. 
Generally speaking, all investment depends upon an adequate public 
framework. More particularly, if investment is to be accelerated a 
strain is at once put upon all educational and training facilities. There 
must be engineers, scientists and administrators to make plans, and 
to carry them out, as well as skilled persons at all other levels, such as 
masons, carpenters, welders, electricians and the like. The shortage 
of trained persons is somewhat alleviated by the provision of techni¬ 
cal assistance by the United Nations, by the United States, by the 
Commonwealth countries participating in the Colombo Plan, and by 
the metropolitan governments to their colonies; but, in addition to 
the fact that there is a world shortage of experts, the fundamental 
need of these countries is to train their own people. They need to 
make great expenditures on education in all its forms, and until they 

can find the money for this, their capacity to use self-liquidating 
loans is held down. 

Accordingly there has been much discussion of facilities for inter¬ 
governmental transfers to finance non-self-liquidating expenditure. 
Theoretically these could just as well be loan facilities, since any 
expenditure which increases national productivity can afford to bear 
interest and repayment charges. However, since the increased pro¬ 
ductivity does not accrue directly to the treasury, a government 
which finances non-self-liquidating expenditure out of loans is liable 
to be embarrassed financially when the time comes to make interest 
and capital payments, unless it has a first class fiscal system. This 
problem has therefore been discussed in terms of inter-governmental 
grants-in-aid, rather than in terms of loans. 

Here the lead was taken by the metropolitan powers, which during 

°u te L^ e second world war created colonial development funds 
with which to subsidize public expenditure in their colonies. The 
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British Colonial Development Act, under which expenditure has been 
running at between £15 million and £20 million a year, has its coun¬ 
terpart in other metropolitan countries. A further step was taken 
when the United States established its economic aid programmes in 
1948. Much the largest share of this aid has gone to Europe, but in 
recent years the less developed countries have also been receiving aid 
(excluding military aid) at a rate of between 300 million and 400 
million dollars a year. The United Nations also has resolved in 
favour of creating a United Nations agency, to make grants-in-aid, 
or low cost loans, for economic development, but it has still to decide 
how soon this agency should begin operations. 

If one surveys the field of external finance, it is hard to escape the 
conclusion that a revival of international transfers to pre-war levels 
(in real terms) waits more on the establishment of an adequate system 
of grants-in-aid than upon anything else. Direct foreign investment 
is relevant only to a small part of the undeveloped countries’ need for 
capital. Foreign investment in its heyday consisted largely of. losing 
to governments or investing in public utilities, and now as then the 
problem is mainly to find finance for what is now the government 
sector of the economy. The facilities which exist for government 
borrowing are tied to self-liquidating projects, and seem to be ade¬ 
quate for this sphere. What is missing is money to finance the expan¬ 
sion of productive but non-sclf-liquidating government expenditures. 
Before 1929 governments could borrow money for these purposes, 
and borrowed almost as much as went directly into public utilities. 
Until this gap is filled, whether by removing the limitations on 
current lending facilities, or by establishing grants-in-aid, all other 
foreign investment is likely to be retarded, since all investment 
depends to some extent on the provision of an adequate framework 
of public services. 


3. INVESTMENT 
(i a ) The Institutional Framework 

We have already in Chapter III considered in general terms the 
f ramework needed for the encouragement of initiative and risk-taking. 
Here we consider only certain special points connected with the 

links between saving and investment. f 

The first point to be noted results from the fact that a good ea o 
investment has to be done on a pretty large scale. Some writers on 
this subject present an idyllic picture of capital formation, in which 
the ‘little man’, adjusting himself to his environment, saves or bor¬ 
rows small sums, and gradually improves his situation Some 
investment is of this kind. The little man can improve his own house, 



CAPITAL 


265 


or his small farm, or invest in a shop or a lorry, but this is less than 
half of the investment required for economic growth. The biggest 
lump of investment has to be in public works and public utilities, 
and while the little man can contribute usefully to public works 
through schemes of community development, there is need for vast 
expenditures by public and public utility agencies on roads, railways, 
harbours, electric power, and other big projects which are far 
beyond the capacity of the little man adjusting himself to his environ¬ 
ment. The pessimist remarks that there have been many cases where 
these vast expenditures have led to nothing, because they have been 
misplaced, but to conclude from this that economic growth is 
possible without such expenditures is an absurd non sequitur ; for his 
observations will not reveal to him any community where economic 
growth is taking place without tremendous expenditures of this kind. 
Other lumps of large-scale investment are found in mining, in manu¬ 
facturing, in import and export wholesaling, in banking and 
insurance, in irrigation works, in processing some agricultural 
commodities, and in some forms of agriculture; and even urban 
housing, which expands rapidly with economic growth, absorbs 
large lumps of capital, because it is unusual for the working classes in 
the towns to own the houses in which they live. The distinctive fea¬ 
ture of economic growth is not that the little man is saving and 
improving his productive capacity. This is a necessary and a desirable 
feature; but the distinctive feature of growth is that a few persons, 
private individuals, corporate bodies, or government agencies, are 
disposing of large sums on costly projects. 

It follows that the distinctive feature of growth is entrepreneurship, 
that is to say, the emergence of a small group of persons, private 
investors or public officials, who are disposing of large sums of 
capital, which employ large numbers of other people. We have 
already considered, in various places, the problems to which this 
gives rise; we have speculated as to the origins of this group, its 
motivations, and the training it requires. We have noted also that 
the consequence is proletarianization of a large part of the com¬ 
munity, which is required to work for wages or salaries in these large 
establishments without rights of ownership or of control. The further 
problems to which this gives rise, in terms of discipline, collaboration, 
and industrial peace, are among the most difficult of our century, and 

we have already referred to them in Chapter III without, alas, finding 
any easy solutions. 

To the extent that investors do not use their own savings, it is 
necessary to have institutions which offer savers enough protection to 
encourage them to lend to investors. In the advanced industrial com¬ 
munities the investors are to a very large extent using savings directly 
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under their control. For example, manufacturing business is extend¬ 
ed la UndiStnbU ' Cd P rofits Pereas at an earher Igelt 
eovernmenK 8 r eX ent u°r raiSlng capital externally. Similarly, 

teaterltentl/l lng funds * hey require for “vestment to a 

L ? ^, ey d,d t , hlr , t J years a 8°- In theory undistributed profits 
belong to the shareholders, and taxes belong to the taxpayers, and 

there are of course considerable practical problems in maintaining 
adequate control of directors by shareholders, or of governments by 
the general public. But in a narrower sense undistributed profits and 
government savings are savings made by investors, in the sense that 
the amount and the use of these savings is determined in the first 
instance neither by shareholders nor by the public at large. This is 
more like the situation in the earliest days of capitalist development 
than it is like the situation of fifty years ago. In the earliest days of 
development there is very little free saving finding its way into 
investment. There is no properly organized capital market, and there 
are only rudimentary facilities for lending and borrowing money for 
productive purposes (there are of course always moneylenders and 
pawnbrokers). In this stage most of the productive capital is invested 
out of undistributed profits. It is only when economic growth is well 
under way that the saving function and the investing function arei 
very substantially disintegrated. 

The chief insttutional requirements for an easy flow of savings 
from lenders to borrowers are limited liability and easy marketa¬ 
bility of assets. 


The principle of limited liability arises out of the distinction 
between a creditor and a partner. In the origin of these concepts a 
creditor is a person who commits his capital on fixed terms: he 
receives a stipulated interest, is entitled to repayment of capital at a 
particular time, and has no control over the undertaking. A partner, 
on the other hand, invests indefinitely, for a share of the profits, and 
has managerial rights; the law also takes the view that the whole of 
his personal fortune is liable for the debts of any undertaking in 
which he participates, and not merely that part of his fortune which 
he has invested in the undertaking. Limited liability created a cross 
between these two conceptions: an investor who invests indefinitely 
for a share of the profits, and has managerial rights exercisable in 
agreement with his fellow investors (usually delegated to directors 
under control), but who is liable to creditors of the undertaking only 
to the extent of his investment. The need for limited liability was 
created by the emergence of undertakings requiring more capital than 
two or three partners acting together could command especially 
canals, railways, and such large scale investments. Limited liability 
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makes it possible for thousands of persons to participate in a venture 
on risk-bearing terms, and with managerial rights, without at the 
same time committing the whole of their private fortunes. 

Eighteenth century economists did not attach much importance 
to the principle; they thought that it was necessary for very large 
undertakings, of the public utility type, but they also thought that 
the association of management with the ownership of capital was so 
important that in those cases where the amount of capital involved 
was relatively small, partnerships would prove much more efficient 
than joint stock companies, and would hold the field. What they did 
not foresee was that the habit of buying limited liability shares would 
become very popular in the nineteenth century, among very large 
numbers of persons who wished to spread their investments widely, 
and that this would eventually make limited liability investment the 
typical form. Indeed it is probably the easy availability of this 
facility which has spread the capitalist attitude towards saving 
amongst the rest of the community. We remarked, when we were 
discussing saving, that in pre-capitalist societies farmers, landowners, 
aristocrats, professional people, the middle classes and others either 
have no surpluses, or use their surpluses for charity, for maintaining 
retinues, for building temples and monuments, or in other non¬ 
productive ways; but that in the later stages of capitalist development 
all these classes take over the capitalist idea that surpluses should be 
invested productively. In the later stages limited liability shares are 
bought by landlords and even by clergymen, and the existence of this 
facility probably does as much as anything else to popularize the idea 
of saving and productive investment. 

The second requirement for stimulating lending is that the lender 
should be able easily to restore his liquidity by selling either his right 
to payment, or if the borrower defaults, the borrower's assets. The 
former is mainly a matter of the adequacy of market facilities—for 
bonds, for shares, for mortgages, and for bills of exchange. The 
existence of such a market requires, of course, that there should be 
people or institutions willing to deal in ‘finance', so that lenders who 
wish to restore themselves to liquidity can do so at a price without 
embarrassing the borrowers by demanding immediate payment. 
These dealers in finance are more often than not regarded with 
hostility by their fellow men, but they obviously perform an im¬ 
portant function, since if they did not exist, savers would be more 
reluctant to lend, since lending would make them illiquid, and pro¬ 
ductive investment would therefore be reduced. It is not an accident 
that if one studies the economic history of any rapidly expandins 
community, the growth of markets for financial ‘paper* is always a 
prominent feature of the early stages, and almost a pre-requisite for 
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further g r ° wth . Such markets are not required in communities where 
all land is publicly owned, and all operations are publicly financed 
but they are essential where there is private investment, and if the 
usual run of bankers, traders, stock jobbers, and financiers did not 
emerge to fulfil this function, it would be necessary to create govern¬ 
ment agencies for the purpose. There is of course no technical 
difficulty in creating a government agency which stands ready always 
to buy mortgages, shares, commercial bills, or other financial paper 
of which lenders wish to divest themselves, but it seems very doubtful 
whether a government monopoly could perform these risky opera¬ 
tions more efficiently or more cheaply than they can be done in a 
competitive market. 

Behind the marketability of financial paper lies the marketability 
of the physical assets by which the paper is secured—the land, houses, 
jewellery, stocks of commodities, machinery, factories, and so on. 
This is partly again a matter of markets, and partly a matter of law. 
Markets are quickly formed where the volume of business merits a 
market. Once again, those who specialize in creating such facilities— 
the real estate men, the lawyers, the jewellers, and the wholesale 
dealers in commodities—are not always the most loved of our fellow 
citizens, because the riskiness of their trade, in doubtful and some¬ 
times wildly fluctuating capital values, compels them to be sharp- 
eyed, unsentimental, and hard bargainers, if they are to be successful 
in the business. But the function they perform, of widening the 
market for assets, increases the opportunities for acquiring liquidity, 
and, therefore, makes it less risky for savers to lend their money to 
productive investors. 

Apart from this question of markets, the law relating to ownership 
and sale of land is very important. In societies at an early stage of 
development land is the most important asset which borrowers 
possess, and which they can use as security for loans. In some coun¬ 
tries steps are taken to restrict mortgages, so as to prevent small 
farmers from falling excessively into the hands of moneylenders. 
This issue apart, if it is desired to encourage lending and borrowing, 
it is very necessary that land should be mortgageable and saleable 
without a great deal of confusion as to legal titles. Systems of land 
registration, based if possible upon a cadastral survey, reduce the 
legal disputes arising out of the uncertainty of boundaries. Some 
communities also have difficulty in establishing ownership, where 
complicated laws of inheritance, an extended family system, or a 
complicated division of rights between owners, occupiers and com¬ 
munal authorities, combine to cast doubt on the right of any person 
or persons to pass a valid title. The rights of various classes of 
mortgagees may also be a nuisance at a sale, unless the law provides 
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for the buyer to acquire a title free of all encumbrances. Since the 
land laws of the less developed communities are usually extremely 
complicated, as well as obscure and uncertain, there is always plenty 
of work to be done by the legislature in the early stages of economic 
growth, in trying to introduce at least certainty, if not also order, 
into the legal framework of transactions in land. 

The legislature in less developed communities is also involved in 
creating institutions for lending, to supplement the lending done by 
private individuals; either because the state has additional savings at 
its disposal, or because there are classes of investment which it 
wishes particularly to foster. 

We have already considered the reasons why governments may in 
future have a great deal of saving under their control. It may be 
simply that they are taxing away savings which private persons 
would otherwise control; this is the effect of high taxation upon 
profits. Or it may be that they are forcing the community to save 
more than it otherwise would, by levying high taxes upon farmers, 
or landlords, or other classes who respond to taxes by reducing their 
consumption; or by resorting to credit creation and inflation. Or it 
may be that there are sources of external finance beyond those open 
to private borrowers, especially in these days of inter-governmental 
transfers, whether by way of loan or by way of grant-in-aid. Many 
governments have assumed in these days a responsibility for ensuring 
a high level of capital formation relatively to national income, which 
their predecessors did not accept. Its corollary is that they need to 
create institutions to dispose of the savings which thereby come under 
their control. 

The other urge to create public financial institutions springs from 
the desire to make finance available to groups who have special 
difficulty in raising money from private lenders. Five classes have 
been receiving special attention—the farmers, the handicraft workers, 
the small consumers, owners of houses, and industrialists. 

Small farmers are unable to borrow cheaply from private lenders 
because of the risks of this kind of lending, and because of the cost 
of administering it. Both the risk and the cost are greatly reduced 
when the lending is done through co-operative village credit societies, 
small enough for the members to know thoroughly the affairs and 
the credit-worthiness of each other. These societies are then some¬ 
times able to borrow from ordinary private lenders, such as the 
commercial banks, or even to accept deposits from the general 
public. It is, however, usually necessary for the government to step 
m to supervise their affairs, and to ensure efficient management, and 
it is usually also necessary for the government to lend the societies 
additional sums, beyond what they can raise from their own mem- 
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bers’ savings, or from private lenders. The amount of money which 
governments need to set aside for agricultural lending depends 
partly upon their attitude towards other lenders, and partly on how 
vigorous a programme of agricultural development they are pursuing. 
If they are trying to keep the farmer out of the hands of the private 
moneylender and especially if for this purpose they are preventing 
the farmers from mortgaging their land, or are failing to recognize 
crop liens in the courts—then they need all the more to put up 
money for financing the farmers. Similarly, in those countries where 
the farmer depends to some extent upon his landlord for finance, if 
the government is taxing the landlords heavily, or is transferring 
land to peasant ownership, it has to step into the landlord’s shoes as 
a financier. If at the same time it has a vigorous agricultural extension 
service, and is successfully persuading the farmers to use fertilizers, 
to improve their livestock, or to have better equipment, barns, 
buildings, or water storage facilities, it will have to meet a substantial 
demand for capital from the farmers—even though it may only be 
taking the money from the farmers with one hand (through land 
taxes or export taxes), in order to lend it to them with the other. 
The capital requirements of agriculture are usually underestimated. 
In less developed economies agricultural output is around fifty per 
cent of the national income. The working capital required is large, 
because the crop is seasonal, and it is this which borrowing mostly 
finances at present. If in addition 10 per cent of output were re¬ 
invested (the more developed countries reinvest much nearer 20 
per cent of agricultural output), this alone would absorb 5 per cent 
of gross national income. 

Handicraft workers are an important sector of the economy in 
Asia, though much less important in Africa or in Latin America. 
We have already discussed in Chapter III (section 4(e) ) the condi¬ 
tions of their survival, and have seen what an important part they 
have to play in overpopulated countries which are also short of 
capital. We have also seen that the efficiency of these workers can be 
greatly increased by training in new techniques, by improving the 
organization of marketing, and by the provision of better raw 
materials and better equipment. All these matters require the 
creation of government agencies with considerable sums at their 
disposal to finance research, new equipment, and the holding of 
stocks of raw materials, of work-in-progress, and of finished goods. 
Since the inadequacy of facilities for holding stocks is one of the 
great weaknesses of these industries at present, this alone might be 

expected to absorb considerable sums. , 

The state pawnbroking service has proved in Indonesia, as in the 
Netherlands, to be popular, useful, cheap, and most profitable. 



CAPITAL 


271 


The service is widely available in the countryside, as well as in the 
towns. It is a ‘social service’, designed to free the people from 
exploitation by moneylenders, rather than a facility for productive 
investment, but it cannot be omitted from the list of financial 
institutions created by some governments. 

Facilities for financing new housing are also being created by some 
governments, in the less developed as well as in the more developed 
countries, and for rural as well as for urban housing. In some cases 
governments are building the houses themselves, e.g. on new land 
settlements, or in slum clearance; in some cases housing is provided 
by undertakings for their employees, e.g. on plantations, or mines, or 
railways, and the government is lending the employers money for 
the purpose; in other cases it is the occupier of the house who is 
being financed, either to build it himself, as on the farm, or to buy it 
from a speculative builder. Governments are drawn into housing 
finance either by their desire to control rents, or also by their desire 
to raise housing standards, at the cost of some subsidization of 
rents. (The U.S. and U.K. governments are now also in housing 
finance to encourage home ownership.) If rents are neither controlled 
nor subsidized there is usually plenty of private finance for housing, 
since this is a pretty safe investment; but the standards of housing 
are then also pretty low in those countries where people prefer to 
spend extra income on pleasures other than better housing. 

Then there is the supply of funds for industrial development. 
Small factory owners have the same sort of difficulty in raising money 
as have small farmers. Besides, governments are specially anxious 
to encourage small local enterprise, as distinct from the large foreign 
firms which might otherwise monopolize manufacturing industry, 
and they therefore frequently create special financial institutions for 
this purpose. We discussed this problem in Chapter IV (section 3 (d )) 
and saw that the difficulties of small enterprise are due as often to 
lack of managerial skill as to lack of funds; nevertheless, we agreed 
that it is desirable to have an agency which combines supervision and 
managerial advice with financing small industrialists. It is not 
however, only small, or local industrialists who seek capital from the 
government. Big capitalists also find difficulty in raising capital for 
manufacturing, because of the imperfections of capital markets. The 
big domestic capitalists have difficulty because local capital, in the 
less developed countries, fights shy of new types of activity such as 
manufacturing. Local capital flows easily into large scale agriculture 
into trade, or into mortgage business, but does not become available 

ac[iv^v n TL aCt f Un " 8 UnW ™ anufacturin 8 has become a familiar 
“ y - The f °reign capital markets also are not open to manufac¬ 
turing activity on any significant scale. They have created special 



272 


THE THEORY OF ECONOMIC GROWTH 


institutions for financing overseas mining, or plantation or nublic 
for 1 ^/ 01 ? P ? nieS ’ bUt n0t f ° r manufactu nng. Hence foreign capital 

Shed1n^e C nH ^ either throu S h industrial firms estab- 

n less dJve n “h ‘ C ° UntneS ’ Which decide to branch plants 
n less developed countries, or else through the great overseas 

radmg companies, which occasionally branch out into running 

ctones. Hence it is often the case that a foreigner who is willing to 

pen a factory in a less developed country cannot raise all the finance 

he needs in his own country. And apart from those who cannot, 

there are those who do not wish to, because they prefer to be in 

partnership with locally owned capital, if only as a form of political 

protection. Some governments like this; they wish to participate in 

industrial undertakings, and even more particularly in those indus- 

trial undertakings which are under foreign management, and this 

adds to the amount of capital which they must find for industrial 
development. 


The techniques of making capital available for industry vary. 

ome undertakings are exclusively financed by government, and 
managed by government agencies, or by private firms operating for 
a ee. Then there are the Industrial Development Corporations or 
Banks, which may be wholly owned by governments, or which may 
also have some private finance, and which in turn finance private 
capitalists, either by lending them money, or by taking up shares. 
Alternatively, some governments put up the money to build industrial 
estates, or isolated factories, which are then rented to industrialists, 
often at subsidized rents. Subsidy apart, some industrialists like this 
form of co-operation, since it reduces perhaps by £50,000 or more 
the capital which they must find if they build for themselves; and 
governments like this form of co-operation for its small risk since, if 
the firm fails, the factory can be leased to someone else. 

In all the fields we have mentioned—agriculture, handicraft indus¬ 
try, pawnbroking, housing and manufacture—government lending 
is acting usually as a supplement to rather than in replacement of 
private lending; trying to fill gaps which the private capital market 
has left. The market itself creates special institutions to meet some of 
these needs, e.g. building societies for housing finance, and the 
‘Credit Mobilier’ type of banking for financing manufacturing 
industry. Where there is no ideological objection, government 
finance can work in co-operation with private finance. For example, 
in some places the commercial banks and the government divide 
between themselves the financing of the agricultural credit co-opera¬ 
tives. In industrial finance also, some of the new Finance Corpora¬ 
tions have both government and private funds. It is noteworthy that 
the United Nations International Bank, which favours these Corpora- 
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tions, and is willing to lend them money, likes to suggest that most of 
the domestic funds should be put up by banks or by private financiers, 
and that the management should be in private hands, or at least as 
far as possible removed from political control. 

There is often misconception, especially among small borrowers, 
as to what these institutions can do to help them financially. Some 
expect to get 100 per cent of their capital, or nearly that, from these 
sources. No lender, private or public, can afford to lend more than 
the value of the security he is offered. These borrowers consider that 
the goods on which they will spend the money should constitute the 
security, but no good is worth as security as much as it costs. If a 
machine is bought for £1,000, its marketable value begins to fall as 
soon as it is installed, hence a lender will seldom lend on the security 
of a machine more than about a half of what the machine is going to 
cost. It follows that would-be borrowers must always have some 
private finance of their own, or some marketable asset which they 
can pledge as collateral in addition to the things on which the money 
will be spent. In the less developed countries this role is played most 
often by land and by jewellery, since these are the only two market¬ 
able assets widely possessed (outside the large towns the houses are 
often very poor and of very small market value). It is particularly 
difficult to lend money to people who do not own land, and so in 
countries where the farmers mostly do not own the land, but work 
as tenants or share-croppers, the amount which the co-operatives 
lend per head is usually very small when compared with what is 
possible when the farmers have their own land to pledge. One solution 
ot this problem is the co-operative society with unlimited liability. 
I his seems to have worked quite well in its original home (Germany) 
but some attempts to transplant it to the less developed countries 
ave failed because the famers have been unwilling to bear unlimited 
responsibility for each other’s debts. In the long run, the best 

solution would seem to be to promote ownership of the land bv the 
fanners who work it. * 

One limitation of government finance worth noting is that it 
usually supplies not capital but credit, because scarcity of funds 

; t °wr the , 80Ve ; nmem t0 use its money on a evolving basis, unless 
Th^ ! C !' eS f ° r re ' financing lts Ending in private capital markets 
l h Zt' St VT u £ a - re making between credit and capital turns upon 

not hTve ; h n - e i S I s finanC€d by issuing share s, the shares do 

oersnnJlV repa,d; henCe profits ^ond what is needed for 
persona 1 consumption can be used to extend the business. If on the 

°‘ h " tand the business is financed by borrowing on debenture or 

mortgage, surplus profits have first to be set aside for repaying the 

loan. Government financial institutions usually expect repayment! 
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so that they can get the money back to finance a second concern, 
after the first has been put on to its feet; but the need to repay may 
well handicap the growth of a firm, just at a time when it should be 
nestling firmly into its market. Of course, not all private business 
wishes to have a government institution as a permanent partner, 
especially since such an institution has to be pretty strict in keeping 
an eye on what the business does. But some would prefer greater 
flexibility in repayment, and others may actually like the protection 
or prestige afforded by association with the institution. If in future a 
large share of the public’s savings flows into the government’s 
coffers (as well as external finance) the funds available to its financial 
institutions can be increased every year, and the institutions can 
supply relatively more capital and less credit. 

The importance of private financial institutions relatively to 
government financial institutions is changing all the time. A century 
ago it was taken for granted that finance was a private matter, and 
governments appeared in the market only as borrowers. Then 
governments began to finance classes for whom the home market did 
not seem to cater adequately, and nowadays even the wealthiest 
country in the world, the United States, has a great network of 
government financial institutions catering for special classes of bor¬ 
rowers, domestic and foreign. Add to this the effects of taxation on 
savings—either in transferring savings from private to public control, 
or in forcing the community to save more than it would otherwise do, 
and we can see why at all levels of development, the government is 
now an important channel of finance for investment. When we add 
to this the further fact, that personal savings out of disposable 
income are everywhere small, and that most personal savings flow 
through the insurance companies, building societies, and other 
institutional investors, we can see why investment is much more 
institutionalized than it was a century ago, when the individual saver 
to a greater extent met the individual lender and negotiated direct y 
with him. It is as important as ever that savers should save and 
investors invest, but where these two are different people, the in 
between them is now increasingly likely to be some financial insti u- 

tion, private or public. 

( b ) Point of Departure t r 

Once a country has grown used to investing net 12 P eT . 
national income, with all that this implies in attitudes an HjS• * * 

it is easy enough to see why it continues to do so * a h w a 
lems in economic growth are the beginning and tee * 
country makes its departure from the five per cent or es » * 

at a later stage of development, why investment s ow 



CAPITAL 


275 


decline. Something must be said on each of these problems in this 
chapter. Here we begin with the phase of acceleration. 

We have already dwelt at some length on the changes in attitudes 
and in social institutions which are involved at this turning point, 
and will have more to say on the subject in our final chapter. In this 
section we confine ourselves to a more limited aspect of the matter, 
namely the difficulty involved in starting in one sector of the economy 
only. 

This may be represented, first of all, as resulting from the fact that 
the flow of money is not circular unless those who receive money 
spend it all. Consider the position of a new entrepreneur coming 
upon the scene to provide employment which raises the country's 
level of employment beyond what it previously was. The act of em¬ 
ploying people and buying goods and services from other producers 
puts money into circulation, and when our entrepreneur does this he 
expects to get his money back. But will he? It is most unlikely that 
the people one pays money to will turn round immediately and use it 
to buy one’s goods. They use part of it to buy goods from other 
people, and these in turn may use a part to buy the goods of the 
original employer. If all income is spent he must get his money back 
in due course, when the multiplier process has worked itself out. 
But not all income returns to circulation; some part is used by the 
recipients to buy imports, some part goes in taxes to the government, 
and some part is saved. Hence a new employer cannot rely only on the 
demand which his employment directly generates; he must also 
expect to be able to capture some of the demand now enjoyed by 
other people. If this is home demand, he must believe that he is in a 
position to take other people’s customers away, by offering a new 
good, or a more convenient or attractive service, or a lower price 
based on some new technique of production; he must be an innovator. 
Alternatively, he must be able to export, and so to capture foreign 


Accordingly, at low levels of economic activity, production for the 
foreign market is usually the turning point which sets a country on 
the road of economic growth. To make an upward movement by 
producing for the home market is at this stage extremely difficult, 
unless some innovation is involved, merely to produce more for the 
borne market is unprofitable, since extra receipts will not equal extra 
outgoings unless some demand is captured from some other pro¬ 
ducer, and this requires innovation. At low levels innovation for the 
home market is unusual. Not only does innovation require new 

imnn!? U ? , - Wh tI Ch r at these leveIs usually come from abroad, but more 
important is the fact that the social atmosphere is usually at these 

levels not very favourable towards some people trying to grow rich 
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by ‘stealing* some part of the markets of their fellow producers. 
Innovation comes therefore usually first of all in foreign trade, 
partly because it is foreigners who bring the new ideas, and partly 
because the community would not be well disposed towards a 
struggle for markets at home. 

The deficiency of spending out of marginal income, on which this 
argument partly relies, belongs to a stagnant, rather than to a pro¬ 
gressive economy. For the assumption is that that part of marginal 
income which leaks away into saving, into taxes, and into imports, 
will not be compensated by additional investment, government 
spending, or exports to the same extent, or at least will not be so 
compensated without a substantial time lag. Now once the economy 
has started upon the progressive road, investment, government 
expenditure and exports tend to grow with a sort of momentum of 
their own, and it is saving, taxes and imports which lag behind. A 
progressive economy has a pronounced tendency towards inflation, 
even if it be only mild inflation, or inflation punctuated regularly by 
short crises of deflation; and since inflation stimulates investment, 
both by providing capitalists with profits to reinvest, and also by 
dangling large profits before them as an incentive, an economy which 
has started upon the progressive road tends to stay there. Corres¬ 
pondingly, a stagnant economy tends to remain stagnant. Investment, 
exports and government expenditure are by definition not growing 
on their own momentum. Hence, when part of new expenditure leaks 
into saving, into imports or into government revenues, even though 
the effect at some later stage may be to cause investment, exports, 
and government expenditure to increase, the immediate deficiency of 
demand depresses business activity. Business thrives better in an 
atmosphere where it is savings that try to keep up with investment, 
or imports with exports, or revenue with government expenditure, 
than it does in an economy where it is investment that follows 
savings, and exports that lag behind imports, or expenditure that 
follows revenue. 

But even an economy which has no chronic tendency towards 
deficiency of marginal demand, and which is well disposed towar s 
innovation and competitive struggles in the home market, has ye 
another hurdle to jump, namely, that the various sectors ° e 
economy must grow in the right relationship to each other, or ey 
cannot grow at all. For example, suppose that there is^consi er ^ 
innovation in the agricultural sector producing food for e 
market. The result is either a surplus of food to sell to t e own » 
a surplus of labour in agriculture seeking non-agncultura em P J 
ment, or some combination of both. If manufacturing in us ‘O' 
growing simultaneously and at the right rate, it can a sor 
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surplus goods and the surplus labour. If it is not, the terms of trade 
will move against agriculture, and as there will be a surplus of farm 
labour as well as farm products, agricultural incomes will be de¬ 
pressed, and further investment and innovation in this sector may be 
discouraged. If the process nevertheless leaves the farmers not poorer 
but richer, they will buy more imports, and this factor will be 
deflationary', unless there is now either an appropriate growth of the 
production of home substitutes for imports, or an appropriate 
growth of exports. Innovation in one sector of the economy is 
checked unless other sectors expand appropriately. 

Exactly the same difficulties arise if economic development is 

concentrated upon industrialization, to the neglect of agriculture, 

as happened in the U.S.S.R. There is then an acute shortage of 

agricultural products, and an inflation of their prices, which drives 

up all other prices in a spiral movement. There is also difficulty in 

disposing of the manufactures at a profit. If the farmers* real incomes 

rise, real wages of factory workers must rise in sympathy, while the 

prices of factory products are being kept relatively low. Alternatively, 

if farmers’ real incomes are kept low, they cannot afford to buy the 

manufactures, which cannot then be sold profitably unless foreign 

markets are developed, or unless the government takes the surplus 

manufactures over, as the U.S.S.R. government did, for capital 

formation and for defence—but there is then the problem of financing 

these purchases in an economy where farmers’ incomes are not 

rising. This links also with the analysis of saving we made in Section 

2(b). If agriculture stagnates, the capitalist sector cannot grow; 

capitalist profits remain a small part of the national income, and 

saving and investment are correspondingly small. Smooth economic 

development requires that industry and agriculture should grow 
together. 

The relationship can be expressed more formally if we consider 
the economy as divided into three sectors, A for agricultural pro¬ 
duction for the home market, M for manufacturing production for 
the home market, and X for production for export. If M expands, 
the demand for the products of A will increase. If the increased 
output of M substitutes for imports, the foreign exchange thus 
released may pay for the increased imports of A. If not, and if A is 
stagnant while M is expanding, either A’s prices will rise, or imports 
will rise, creating a balance of payments deficit, and either of these 
-ftswill check the expansion of M. The expanding demand, on the 
other hand, could be met by expansion of X, which would provide 
ioreign exchange to pay for imports. So an expansion of M must be 
accompanied by an expansion of either A or X, or by import sub¬ 
stitution if it is to continue. Similarly, an expansion of A must be 
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accompanied by an expansion of either M or X, or by import sub¬ 
stitution. It is only X which can expand continuously by itself with¬ 
out being checked by a failure of either A or M to expand; for the 
demand generated by an expansion of exports can be met by 
imports, for which the exports provide the foreign exchange. This, 
as we shall see in a moment, is one reason why expansion usually 
starts with exports and not with production for the home market, 
whether of manufactures or of food; and this is also the reason why 
a country can have flourishing export industries while its production 
for home consumption still remains relatively backward. 

If v/e confine ourselves for the moment to the closed economy, 
while it is necessary for manufactures and for agriculture to grow 
together, they do not have to grow at the same rate. The income 
elasticity of demand for manufactures exceeds unity, and the in¬ 
come elasticity of demand for food is less than unity. The income 
elasticity of demand for services is higher even than for manufac¬ 
tures. Hence economic growth is associated with services growing 
most rapidly, and with total manufacturing output growing more 
rapidly than the total output of agriculture. When we speak of 
manufacturing and agriculture growing ‘together*, or ‘at appro¬ 
priate rates’, or ‘in balance’, in a closed economy, we refer to the 
rates which are determined by the community’s marginal propensity 
to consume agricultural products as compared with manufactures. 
The open economy is more complicated, since the growth of manu¬ 
factures for home consumption can be balanced by the growth of 
manufactures for export, instead of by the growth of agricultural 
production (or vice-versa, substituting ‘agriculture’ for ‘manu¬ 
factures’), so in the real world we have to keep a balance between 
imports, exports, manufactures and agriculture, and not just be¬ 
tween any two of them. 

The fact that an expansion of manufacturing production does not 
require an expansion of agricultural production if it is backed by a 
growing export of manufactures is particularly important to those 
over-populated countries which cannot hope to increase their 
agricultural output for food as rapidly as their demand for food 
however much they may try. In such countries industrialization in 
no sense waits upon agricultural expansion, even though it remains 
true that they should give great attention to agricultural production. 
Such countries have therefore to give urgent attention to increasing 
the export market for their manufactures since, in the last analysis, it 
is the rate of growth of their exports which sets the limit to their 
internal expansion. This is very obviously the case with the Bntis 
economy. The Industrial Revolution was accompanied by an 
Agricultural Revolution, but home demand soon outstripped t e 
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possibilities of agricultural production, and from the end of the 
Napoleonic War to the outbreak of the American Civil War, what set 
the pace for the growth of the British economy was the fact that 
British exports of manufactures were growing by nearly 6 per cent 
per annum, cumulatively. Correspondingly, the much slower growth 
of the British economy in the past eighty years is probably best 
explained by failure, in the face of new foreign competition, to 
expand exports by more than 2 per cent per annum even in peace¬ 
time. In over-populated countries, such as Britain, Japan, or India, 
the rate of growth of exports of manufactures may be the most im¬ 
portant limit of internal growth; but we return to this problem in our 
next chapter. In any case these countries must also strive to increase 
their agricultural output, since the more they can increase agricul¬ 
tural production the less they need to rely on pushing their exports 
of manufactures in the world market. 

In practice in most backward economies the sector which usually 
responds least well to growth in other sectors, and which therefore 
acts as a brake on all economic growth, is the agricultural sector 
producing food for home consumption. This is because, when 
agriculture is in the hands of small farmers, the introduction of 
innovations depends more upon government initiative than upon the 
initiative of private entrepreneurs. If in other sectors, such as in 
manufacturing, there is an increase in demand, some private entre¬ 
preneurs will be stimulated to enter the field. To increase the output 
of peasants, however, requires a number of actions which are essen¬ 
tially in the government sphere; above all, considerable expenditure 
on agricultural research and agricultural extension, as well as 
expenditures on roads, rural water supplies, agricultural credit 
facilities, etc. The experience of Japan shows that appropriate 
expenditure by government in these spheres can have spectacular 
effects on the output of peasants (in their case productivity per head 
doubled in thirty years), and that agriculture, far from lagging behind 
other sectors, and acting as a brake on the rest of the economy, can 
be turned into a leader, generating demand for other sectors, and also 
providing them with capital. But most other governments in this 
situation have neglected peasant agriculture, with the result that its 
failure to expand has kept down the rate of growth in other sectors. 

all the explanations offered for the relative stagnation of France, 
compared with Great Britain, or of China compared with Japan, 
ne relatively slow growth of agricultural productivity seems to this 
uthor to be the most fundamental. France still needs a quarter of 
ner population in agriculture to feed herself, compared with 12 to 15 
** T * Qnt m ^e most advanced countries. 

These deficiencies of the home market, either in total demand, or 
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in the response of important sectors, or in the attitude towards a 
competitive struggle for markets, resulting from innovation, explain 
why it usually falls to foreign trade to give an economy that upward 
twist which sets it on the progressive road. Producing for export has 
not the same disadvantages as producing for the home market. It does 
not depend upon demand growing appropriately in other sectors; 
it gives rise to no competitive struggle at home, since in the early 
stages world demand is large relatively to the output of individual 
producers in a single country; and it is not dependent upon effective 
demand at home. Moreover, exports create new effective demand for 
other commodities, and so stimulate all the industries producing for 
the home market. Exports also stimulate home industries in other 
ways; some of the facilities created for the export industries, such as 
communications, training facilities, or engineering services, are also 
of use to the home industries; and export industries, by stealing 
labour from home industries at the same time as they create more 
demand for these industries, stimulate the home industries into 
innovations designed to increase their productivity. When nineteenth 
century economists such as Malthus and List emphasized the im¬ 
portant role of foreign trade in initiating the earlier stages of 
economic expansion, they thought as often of the role of imports as 
of the role of exports. Imports create new tastes and so, they thought, 
stimulate new energies for work, and a new willingness to make the 
best use of available resources, so that extra income may become 
available to buy the new goods. Imports almost certainly have this 
effect in countries where the lack of variety in known consumer 
goods would otherwise keep the preference for leisure relatively 
high; but even where this effect is not important, foreign trade will 
alter the whole economic atmosphere of the economy through the 
effects of increasing production for export. 

The importance of foreign trade in the early stages of development 
is also one of the reasons why in this stage leadership is usually in 
the hands of foreign entrepreneurs. It is conceivably possible that 
domestic entrepreneurs should develop an industry for export and go 
abroad in search of markets. But more usually it is the developed 
country, whose consumption is growing, that sends out emissaries to 
seek new sources of supply. Besides, the entrepreneurs in the more 
developed countries know a thing or two about techniques, whet er 
of production, or marketing, or transportation, which give t e ^ 1 _ an 
advantage over the entrepreneurs in less developed countries. er 
a time, the domestic entrepreneurs learn, and grow in num er, an 
with the advantage of the lower cost of operating frorn one s ome 
base, are able to drive the foreign entrepreneurs out. This story is 
much the same whether one is reading the economic history o 
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Britain in the fourteenth to the sixteenth centuries, in her relations 
with the Low Countries, or whether one is following Japanese history 
in the last quarter of the nineteenth century, or recent developments 
in Ceylon. 

Though the expansion of exports has the advantage of being the 
easiest means of starting the economy on its growth, over-concen¬ 
tration upon exports is just as disadvantageous as over-concentration 
on any other sector. The disadvantage shows itself in adverse terms 
of trade. If nothing is being done to raise the productivity of peasants 
in producing food, they constitute a reservoir of cheap labour avail¬ 
able for work in mines or plantations or other export enterprises. 
This is very much the case in the under-developed countries of the 
tropics, and it explains why tropical commercial produce—such as 
tea, cotton, oilseeds and various mineral products—can be had on 
terms so advantageous to the industrial countries. The labour 
required for producing these commodities can be had cheaply 
because its alternative is to stay on peasant farms growing food with 
very low productivity per man. So long as the peasant farms have low 
productivity, the temperate world can get the services of tropical 
labour for a very low price. Moreover when productivity rises in the 
crops produced for export there is no need to share the increase with 
labour, and practically the whole benefit goes in reducing the price to 
industrial consumers. Sugar is an excellent case in point. Cane sugar 
production is an industry in which productivity is extremely high by 
any biological standard. It is also an industry in which output per 
acre has about trebled over the past seventy years, a rate of growth 
unparallelled by any other major agricultural industry in the world— 
certainly not by the wheat industry. Nevertheless, workers in the 
cane sugar industry continue to walk barefooted, and to live in 
shacks, while workers in wheat enjoy among the highest living 
standards in the world. However vastly productive the sugar industry 
may become, the benefit accrues chiefly to consumers. This is one of 
the disadvantages to tropical countries (advantages to industrial 
countries) of the fact that their economic development has concen¬ 
trated upon the export sector of the economy, and that foreign 
entrepreneurs and foreign capital have been devoted in the first place 
primarily to expanding exports. The result is that their exports are 
available on terms favourable to the industrial countries. 

The moral is not that it is wrong to expand exports, but that it is 
wrong to concentrate exclusively upon this sector of the economy, 
it is just as important to take steps to increase productivity in the 
sectors working for the home market, above all in the agricultural 
sector, and if this is done the real wages of workers in the export 
ector will rise pari passu. It is just as much an error to neglect exports 
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as to concentrate excessively on exports, for it is quite possible for 
exports to be the laggard which holds up development. For example, 
there may be great willingness to invest for home consumption, which 
is held up only by lack of foreign exchange. Private entrepreneurs 
may have considerable plans for investing in manufacturing industry, 
or in agriculture, for home consumption, and the government may 
also have quite a programme for expenditure on education, public 
utilities, and the like. All such expenditures, however, would generate 
an additional demand for imports, either of machinery or materials 
required for home investment, or of consumer goods. All develop¬ 
ment programmes increase the demand for foreign exchange, so if 
the capacity to earn foreign exchange is not expanding, all develop¬ 
ment may be held up. There are quite a few countries currently in this 
position. Any development programme for a country as a whole 
must therefore make adequate provision for expanding exports, or 
for producing substitutes for imports. But this is only another way 
of emphasizing the role which foreign trade plays in the early stages 
of economic growth. 

In the later stages of economic growth the dynamic role ceases to 
be monopolized by foreign trade, and may even pass from it alto¬ 
gether to the home market. This transition was effected in the United 
States somewhere about the end of the nineteenth century. With the 
passage of time the growth of home demand, first stimulated by 
exports, encourages domestic entrepreneurship, and after a while 
investment for home consumption may become the chief pillar of 
economic growth. This transition may be long delayed, as in 
France, if the agricultural sector fails to be revolutionized on 
capitalistic lines, and therefore continues to be a drag on demand and 
on the labour supply. Or a complete transition may not be possible 
at all. if, as in Britain, the size of the population relatively to natural 
resources forces the country to be greatly dependent upon imports, 
and so reduces the rate of all-over growth to the rate at which 
foreign earnings can be expanded, or substitutes for imports pro¬ 
duced. 

One corollary of this analysis is that it explains the conditions in 
which economic development can take place without pressure on 
the foreign exchanges. If the main reason why the economy is grow¬ 
ing is that the demand for its exports is increasing rapidly, t e 
economy will be in the happy state where imports for purposes o 
consumption are tending to lag behind exports. In contrast,! an 
economy is developing mainly at the home market end, impor s wi 
be tending to grow (unless it is developing substitutes for impor s) 
without corresponding growth of exports, and unless it receives 
substantial foreign assistance (loans or grants), the developmen 
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programme may have to be pursued behind a barrier of foreign 
exchange controls. To have a growing demand for one’s exports is 
always a blessing. 

The conclusion of this analysis is not very startling; it is that in 
development programmes all sectors of the economy should grow 
simultaneously, so as to keep a proper balance between industry 
and agriculture, and between production for home consumption 
and production for export. Though this is rather an obvious con¬ 
clusion, it conforms neither to current practice nor to current 
recommendation. There is, for example, a whole school of ‘liberal* 
economists in the industrial countries who urge upon the agricultural 
countries, usually in lofty moral tones, that they should concentrate 
upon agriculture, and do nothing to advance their industry. The same 
school also extols the virtues of exporting, and is horrified by pro¬ 
grammes which might have the effect of reducing dependence on 
foreign trade. The follies of this school have their match in Marxist 
and nationalist dogmas, according to which the road to economic 
progress lies through concentrating upon industrialization. In the 
heat of the passions aroused by these controversies it seems almost 
cowardly to take the line that the truth is that all sectors should be 
expanded simultaneously, but the logic of this proposition is as 
unassailable as its simplicity. 


(c) Stability 

An important characteristic of private investment is its irregularity, 
which in turn produces wide fluctuations in income and employment. 
This problem has been the subject of an enormous literature over the 
past hundred and fifty years, and it is both unnecessary and im¬ 
possible to treat it fully in this book. On the other hand, a book on 
economic development which made no reference to fluctuations in 
investment would seem very odd, so something must be said here 
briefly on the main features of the problem. 

Every country has its own domestic sources of instability, but in 
addition every country is subjected to fluctuations reaching it from 
outside through its foreign trade. The domestic sources of instability 
are associated with new mineral discoveries, with the exhaustion of 


some resources, with the opening up of new lands, with the applica¬ 
tion of new inventions, with the inflationary or deflationary policies 
of governments, with migration, civil strife, epidemic, earthquake, 
nre, drought, and much else. Even if world trade grew at a constant 
rate without fluctuations, every country would have fluctuations of 
its own. In practice, however, in most of the less developed countries 
these domestic irregularities are swamped by the fluctuations of 
foreign trade which result from the fluctuations of the more advanced 
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countries. These fluctuations in world trade are associated with large 
changes in volume and in prices, which result from the alternate 
expansion and contraction of demand in the advanced countries. 
In this sense, all the private enterprise economies in the world are in 
these days ‘less developed’ when compared with the United States 
of America, the country in which about two-fifths of the world’s 
income is produced. In the nineteenth century Britain and Germany 
were also independent sources of fluctuation, and to some extent they 
still are, but their influence in originating fluctuations in world income 
is now very small, when compared with that of the United States, and 
they themselves are much more affected by the level of business 
activity in the United States than they are by their own independent 
movements (except in time of war or of inflation). Hence the problem 
of the trade cycle is now to explain what causes fluctuations of activity 
in the United States of America, or in the widest sense, in highly 
developed industrial communities. 

Fluctuations in activity have not one cause but several, and an 
explanation which may feature prominently in one cycle may be of 
minor importance in another. One of the difficulties of trade cycle 
analysis, also, is to know how much importance to attribute to each 
of several potential causes, when they are acting together and possibly 
affecting each other. Trade cycle theory concentrates on creating 
simplified models to test each of several possible causes in isolation, 
but the step from this to explaining any particular fluctuation in 
detail, with the right weight given to each of its causes, has not yet 
been taken to anyone’s satisfaction. Even the potential causes are not 
fully agreed, even at the level of the abstract model. In what follows 
there is no attempt to present a model of the trade cycle, or to follow 
the system through the usual analysis of upper and lower turning 
points and intervening self-reinforcing processes. To do this properly 
would demand more space than the subject merits in the context of 
this book, since the interest of this book is in the factors which in¬ 
fluence growth over the long period, rather than in short period 
change. What follows is therefore only the briefest indication, for 
readers who are quite new to this subject, of some of the principal 
reasons which have been suggested to explain why investment does 
not grow steadily.,The reasons selected for treatment here are. the 
irregularity of innovation, the flexibility of bank credit, the unsta e 
relationship between investment and the growth of income, an 

changes in the distribution of income. ... , 

The irregularity of innovation is easy to understand. e a 

often remarked on the tendency of an innovation to s ow ® °® | 1S 1 
pattern of growth. When the motor car is invented, there is a long 
period in which it establishes itself before it achieves popu an y. 
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Then follows a period during which it advances very rapidly, dis¬ 
placing alternative forms of transport, especially the horse. This is a 
period of very heavy investment, not only in factories for producing 
cars, but also in roads, and in a host of ancillary industries supplying 
raw materials and components—rubber, tin, steel, glass, etc. Ulti¬ 
mately there is reached, as in the United States, a stage where there 
are hardly any more horses to be displaced, and where nearly every 
family owns a car. Thereafter the industry cannot possibly grow at 
the same rate as it did in its middle period, and the rate of investment 
is correspondingly reduced. Actually, ‘logistic* is too smooth a 
description of what happens to each innovation. Investment proceeds 
rather by fits and starts. When the car has proved to be popular, a 
lot of firms come into the business full of enthusiasm, and extend 
capacity beyond the current demand. Some go bankrupt, and the 
industry is depressed. Demand, however, continues to grow, and 
after a while catches up with capacity. There is another burst of 
enthusiasm, and another race to expand capacity, followed by 
another temporary check. It is of the very nature of economic 
growth that nobody knows what is going to happen, and that people 
therefore make mistakes, and it is too much to hope that these 
mistakes will always exactly cancel out to give us a smooth growth 
of investment. We notice the same tendency even in well established 
lines of investment, which do not involve much innovation. Popula¬ 
tion grows more or less at a smooth rate, but the number of houses 
does not. Instead, in every industrial community house-building goes 
in spurts. There is a period of great activity, lasting about ten years, 
during which so many houses are built that there are everywhere some 
houses standing empty—perhaps as many as one in ten. Then follow 
ten years or so of inactivity in building, during which population 
catches up with houses, and then the cycle starts again. 

Given that there is this irregular behaviour in each line of invest¬ 
ment, it would be the merest accident if the different patterns so 
tted into each other as to keep total investment rising at a constant 
rate. This would require each new innovation to be starting off just 
as some other innovation was tailing off, and the fluctuations in one 
o be exactly offset by contrary fluctuations in others. Though there 
are always some investment opportunities waiting for a sponsor, 
mere is no reason why the jigsaw should fit as perfectly as this. On 
e contrary, these fluctuations tend to reinforce, rather than to 
onset each other, because of another tendency of investments, which 
„ ° U * nC k togedier * When one big line of investment is going up— 
? or cars or housing—all other business is prosperous, because 

inv«^ nC ° me l an< ! demand generated thereby. This is the time when 
rs m other lines feel confident, and accelerate their investments 
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This itseli may start a downward spiral. In practice, the fluctuation 
is increased by mistakes. Having increased their sales by 10 per cent 
in two years, many business men expect their sales in the third year 
to increase at the same sort of rate. When sales in fact increase only 
by 2 per cent, because full employment has been reached, they find 
that they have over-ordered, and are left with larger stocks than they 
expected. Instead of stock building then falling from 2 to 0'8 per 
cent of national income, the business community may cut its orders 
still more, in an attempt to reduce stocks absolutely, and this of 
course causes unemployment. Fluctuations in stock building are a 
prominent feature of the trade cycle. Nearly every boom is associated 
with wild speculation in stocks, especially of raw materials, and with a 
sharp rise in the prices of raw materials, followed by a sharp fall. In 
fact, it is pretty hopeless to expect investment, whether in buildings, 
in machinery, or in stocks, to proceed at some smooth continuous 
rate, exactly corresponding to smooth increases in income or in 
consumption. Investment proceeds rather in a hit or miss fashion, 
fluctuating alternatively above or below the rate which would just be 
right for steady growth. 

The fourth cause of fluctuations which has been debated from time 
to time is the effect of economic growth on the distribution of 
income. For example, Karl Marx’s picture of the trade cycle was 
somewhat as follows. During a boom capital accumulates, and the 
demand for labour increases. Eventually, the competition for labour 
raises wages faster than prices, and so reduces profits. As profits fall, 
investment is checked, and so a slump is started. Wages then fall 
faster than prices, until a time comes when new investment is 
profitable again. In this version there would be a ‘right’ level of 
wages in relation to prices which would just maintain stability, but 
this is not kept because wages always overshoot the mark, upwards 
or downwards. Non-Marxian socialists have put forward a similar 
but exactly opposite model (which some Marxists have erroneously 
believed to be what Marx himself taught). In this model what happens 
in the boom is not that wages rise faster than profits, but the oppo¬ 
site. Prices rise faster than wages, to the advantage of profits. 
Profits, however, are mainly saved rather than spent on consumption. 
So consumption grows less rapidly than income, and less rapidly 
than capital accumulates. This, they think, is an unstable position. 
After a while this disproportionate growth of capital and of the 
capacity to produce is embarrassed by the failure of consumption to 
grow in step. The rate of profit falls, investment is reduced, and 
income and employment contract. This model is related to what we 
have discussed in the previous paragraph, since it also depends on 
the maintenance of fairly closely defined ratios between various 
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magnitudes. In so far as the conflict with the Marxian version turns 
on a question of fact, it certainly is the case that profits rise relatively 
to wages during a boom and fall during a slump. But just how closely 
investment depends upon consumption is a more debatable point, 
considering that in industrial countries only about 30 per cent of 
gross investment goes directly into agriculture and manufacturing, 
that even in manufacturing much investment is geared not to current 
demand but to the creation of new demand by innovation (new 
commodities or cost-reducing processes), and that some choice is 
possible between more and less capitalistic processes. (The other 70 
per cent of gross investment also depends on consumption indirectly 
but depends much more upon expected levels of consumption in the 

time) than UP ° n What ^ happening t0 con sumption at any particular 

It will now be apparent why fluctuations cannot be omitted from 
any treatise on economic growth, since all the principal causes of 

cmwfh l^ S |r W TL h ? aVC bCen mentioned here derive from economic 
growth itself. The logistic pattern of innovations results from the 

°h °‘ d C ,° mmodities ' or 0,d Processes, by new ones. 

bur Sts of 't;‘n tendenc y'° overshoot the mark, exemplified in 

stat;?, hv ty ’ ‘°i lowed b y P au ses, which is inevitable once 

lef ‘ behind, and men begin to thrust upwards to 

ropi orfons, between capital and consumption, between stocks 

.here wouM’H 0 : ^ and profits - » "°t to say that 

, . ou d be no fluctuations if there were no growth- but the 

uSrtainfi‘° ?? da * Which h the process “growth increases 
whv m/m, ‘ 0f mvestme nt and the possibilities of error. This is 

Driee ,r Y econ ? mists have taken the position that fluctuation is the 

"°1™ P to »o»?d t 

pro« ed ’n " d lf there were no boom capital formation would not 
proceed on the average as rapidly as it does. 

which have h neCeSSa 7 treat in this volume the var *°us proposals 
States• thisfhastl* made f0r Stabilizin8 the econorn y of the United 
than refer tS n'onoIl U l e , raturc - Neith " need we do more 

debated fr^Ze to tie'f ^ uT* Nati ° nS O^ntattion has 

irrespective of V f °, r stab . lIlz,n S the level of world trade 
tries. We confine l0I | Smthe United States or other major coun- 
develoned mnn, ourse J ves to a few remarks on what the less 

in worid trade and Vl;S ’ face of fluctuations 

The t Jh- ’ , then we sha11 leave this subject. 

violently than^ affects'theTd'* ! h - e , leSS develo P ed countries more 
dependence on the ’ ndustria l countries, because of greater 

Pendence on the prtces of food and raw materials, which fluctuate 
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more violently in the cycle than do the prices of manufactured 
goods. In the boom prices rise sharply. There is a sharp rise in wages 
in the less developed economies (especially if there are strong trade 
unions). This rise is not confined to workers in export industries. 
Because of increased domestic expenditure all domestic prices rise— 
food, rents, services, etc.—and the resulting rise in the cost of living 
sends all wages, salaries and profits spiralling upwards. Government 
revenues rise, but so also do government expenditures, on salaries of 
civil servants, as well as on providing extra services. Then comes the 
sharp break, as a result of which the prices of export commodities 
may fall by 30 to 50 per cent within twelve months. There is 
then a scramble to bring down the level of internal prices, wages, 
rents, salaries and so on. This is extremely difficult, and provokes 
grave dissension and civil strife, which is particularly acute if the 
agricultural sector is based on plantation wage labour rather than 
peasant production, and particularly bitter if employers and employ¬ 
ees differ in race or religion. If these countries could insulate them¬ 
selves to some extent from these violent fluctuations in world prices, 
their prospects of internal harmony would be enormously increased. 
In addition, their output might fluctuate less violently, because of less 
violent fluctuation in profits (output contracts sharply in the slump 
because of the difficulty in getting wages down). And they would get 
better value for their foreign exchange earnings if they saved up some 
to spend in the slump, when prices are low, instead of squandering so 


much during the boom. 

None of these countries can insulate its balance of payments from 
the effects of fluctuations in world trade. If there is a world slump, 
the value of its exports falls. The best it can hope to do is to prevent 
this fall from transmitting itself to the home economy. If it is to do 
this, it must obviously interpose some barrier between the incomes 
of domestic producers and the proceeds received for exports. One 
way of doing this is to channel exports through a government 
agency, as has been done with the major exports of British West 
Africa, or Uganda, or Burma or Siam. This agency fixes a price which 
is paid to domestic producers, and which does not fluctuate with he 
price received for exports; or if it does fluctuate, fluctuates mu 
less. If the purpose were simply to stabilize the domestic price, one 
would choose a price which was the average of expected future 

prices Then if this price were rightly chosen, the agency would make 

JrTat profits during'a boom, which would be held ,n a reserve and 
would make equal losses during a slump. In practice no one knows 
what future prices will be, so it would be a most improbable co 
incidence if a price chosen with the expectation of equating profits and 
losses were actually to have this effect. In all the successful cases 
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price stabilization has been combined with taxation. Mistakes have 
then resulted chiefly in increasing or in reducing the taxes received by 
the government, rather than in the agency running completely out 
of funds. It should also be noted that the withholding of domestic 
purchasing power during the boom has to be matched by equal 
reserves of foreign exchange. For the maintenance of domestic 
income during the slump results in the maintenance of imports at a 
time when exports are low, and this is not possible unless the reserves 
kept by the agency are backed by foreign exchange. 

This channelling of exports through a government agency involves 
the government in assuming risks and responsibilities which many 
prefer to avoid. Much the same stabilizing effect can be had without 
affecting marketing channels if the government merely varies taxa- 
tion inversely with the prices of exports. This is most directly done 
by taxing exports directly, but it can also be done less effectively by 
varying the taxes on imports, or by varying any other taxes. The 
direct technique is simply to levy export taxes which rise steeply as 
prices rise, such as an export tax which is zero at say £100 a ton, and 
which rises by ten shillings a ton for every one pound increase in the 
price between £100 and £150, and by fifteen shillings a ton for every 

nr. e 2 0U ? d * ton * ncrease thereafter. Or, if one desires even more 

rju bl lty than th,s * the tax on prices exceeding £100 can be 
matched by corresponding subsidies if the price falls below £100. 

In practice^bsoiu^ stability is neither attainable nor desirable. 

It is impossible to forecast accurately the future trend of prices, and 
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given amount of foreign exchange buys more imports during a 
slump than it does during the preceding boom (because prices fall). 
It would be quite wrong to suggest that the less developed countries 
can insulate their domestic economies completely from external 
fluctuations if they want to; but it is certainly true that they could do 
much more to avoid the worst excesses of boom and slump if they 
had the will. 

These remarks apply only to insulating the less developed economy 
against changes in the price of exports, and not to changes in the 
quantity of exports. Some countries do not reduce the volume of 
their exports during the slump; they sell for whatever price they can 
get, and it is the consuming countries which accumulate the surplus 
stocks. In others, output falls only because the price falls, so if the 
domestic price were stabilized the volume of exports would be 
maintained during the slump. Not all countries are in this position 
however. In some other countries the output of exportable goods 
could be maintained during a slump only if the government under¬ 
took to purchase and hold stocks until the export market for the 
commodity revived. Failing this, output would be cut, and if the 
commodity was produced by wage labour, unemployment would 
increase. Some of the governments of the less developed countries 
have indeed been so bold as to hold stocks when export demand 
declined. This offers equal prospects of great profit—if the market 
revives fairly quickly and the stocks can be sold off during a boom— 
or of great loss—if revival is delayed so long that the government is 
forced to dispose of its stocks when prices are still very low. It 
proved a dangerous policy to pursue during those decades when the 
secular movement of prices was downwards. It would be corres¬ 
pondingly profitable in decades when prices are moving upwards. 
But when a slump begins who can tell whether it is a passing 
phenomenon, or whether it will prove to be the beginning of a 
prolonged decline of prices? 

The best hope that the less developed countries have of relative 
stability in their economies lies in the attempts which the more 
advanced nations are now making to control their own fluctuations, 
and to bring greater stability to international trade. In these spheres 
policy is still hesitant and experimental; yet there seems to be good 
ground for the present state of confidence that economic growt 
will be less irregular in the immediate future than it has been in t e 

immediate past. 

(d) Secular Stagnation 

In the history of many countries there have been long decades or 
centuries of fairly vigorous growth, succeeded by long decades or 
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centuries of relative stagnation. In some cases actually the decline 
has been so complete that the country has even ceased to be popu¬ 
lated altogether, rich plains and cities giving way to ruin and desert. 
Sometimes one can account for these changes in terms of natural 
phenomena. There has been an earthquake, or a volcanic eruption, 
or a flood. Sometimes the reason is political: revolutions, wars or 
just bad government—we refer to this class of reasons in the next 


two chapters. In the final paragraphs of this chapter we examine 
briefly those reasons which depend on the proposition that investment 
inevitably declines in a country after it has experienced one or more 
centuries of fairly rapid economic growth. 

Apart from natural phenomena and politics, the arguments sup¬ 
porting the inevitability of secular stagnation rest upon technology, 
upon psychology, upon monopolization, upon income distribution! 
upon population, and upon international competition. 

The argument from technology postulates a fall in the rate of 
improvement of technical knowledge. There is no reason to doubt 
that there have been wide variations in the rate of technological 
improvement over the centuries, though it is admitted that precise 
measurement of this concept is impossible. The use of annual patent 
registrations as a measure for recent decades has been discredited, 
home industrial countries do show a tendency for the annual number 
of patent registrations per head of the population to grow more 
slowly, but it cannot be deduced from this that technical knowledge 
is growing more slowly. It may be that the increasing cost of patent 
litigation is reducing the use of the patent system; or that the higher 
ducatmnal standards of inventors reduces the number of trivialities 
now patented; or that the increased standardization of specifications 
as well as the dominance of mass produced articles, reduces the urge 

Ind cW.r Var :T ns > or that the greater importance of physics 
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Hence, if knowledge is not growing as rapidly as before, we must 
seek reasons why human beings are giving less thought to increasing 
knowledge. The answer may lie in political insecurity, which has 
reduced the interest of capitalists in productive investment; or in 
changes in class structure; or in natural disaster; or in increased 
secrecy, due to political factors or to monopoly; or in one or other 
of the factors listed in the preceding paragraph. Hence we must 
treat technological stagnation essentially not as a cause but as a 
symptom of more general social malaise. 

The argument from psychology supposes changes in attitudes 
which are a natural reaction to the process of growth itself. There is 
that school of thought which believes that human society swings on 
a pendulum between materialistic and spiritualistic phases, so that 
after long decades of feverish preoccupation with materialistic 
improvement, men tire of economic growth and its conditions, and 
return to more contemplative attitudes. Some members of this school 
believe that there is actual biological change, if only in the sense that 
the small dominating groups in society are of one biological type in 
one phase, and are replaced by a different biological type in the other 
phase. Alternatively, one may assume other reasons why the urge to 
inventiveness may dry up, so that society enters into a long period 
when the best minds do not give themselves to science or invention, 
or alternatively when their effort is sterile. All this is pure speculation, 
since we have no means of assessing these psychological phenomena. 
We have already discussed these matters in Chapter III section 5(6), 
and have nothing to add to the subject here. 

The argument from monopolization rests upon the tw'o proposi¬ 
tions that monopolization reduces investment, and that the degree of 
monopoly increases with economic growth. We have already dis¬ 
cussed the first of these propositions in Chapter III, and have seen 
reasons for accepting its validity. The second proposition is more 
debatable. Two arguments are used to support it. First, there is the 
argument that technical progress makes for a secular increase in t le 
size of the average firm. This is certainly true, in the sense that t ere 
are technical reasons why the average firm is larger in each successive 
century. But it is not sufficient. To establish increasing monopoliza¬ 
tion one must say that the size of the firm increases faster than the 
size of the market, and this is by no means clear. There is a secular 
tendency for the size of the potential market to increase because of 
the secular tendency for the real costs of transportation to fall and 
for population to increase. The market grows in size from the village 
to the world. This tendency is hampered by tariff and currency re¬ 
strictions, but we cannot claim any secular tendency here; some¬ 
times the restrictions increase, and sometimes they diminish; this is 
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about all we can say if we look at economic history in centuries. 

The second argument is the inevitable rise to dominance of the 
financial type. ‘In the beginning’, according to this argument, the 
typical capitalist is the industrialist, devoted to his factory and to 
the tasks of producing and selling its output; whereas ‘in the end* 
the dominant type among capitalists is the financier, who may never 
enter a factory, but devotes himself to creating holding companies, 
mergers, amalgamations, subsidiaries and other financial empires. 
So, even where no technical development justifies it, monopoly 
emerges from the juggling of financiers. The rise of these financial 


types may be thought to be inevitable because they and only they 
love money for its own sake, and put money making before all else. 
The farmer loves his land, and is liable to ruin himself by over- 
investing in it. The industrialist similarly is distracted by loving the 
hum of his machines, or the men who work for him, his product, or 
his bricks and mortar, and lets sentiment to some extent affect his 
financial acumen. Only the professional financier, who deals in 
money, loves it for his own sake, and by this love is protected from 
the pits into which other men fall. So, runs the argument, the control 
ot industry passes inevitably to financiers. And, as the market 
becomes world wide, so do the monopolistic arrangements between 
financiers. Actually, this line of argument was invented by people 
who had studied particularly the rise of factory industry in Germany 

th .h ba ?h S P lay t d a much lareer part in Punching indus- 
triahsm than they did in other countries. The argument can be turned 

on its head. In the beginning,’ one can say, industry depends on the 

hands Tfi f ° r fina " ce ’ and industrialists are liable to fall into the 
hands of financiers. In the later stages’ of capitalism, however 

industry is generating great amounts of saving in the form of midis’ 

tributed profits; the capital market is relatively less .mportant and 

industrialists do not so much depend on outside support Far from 

it being the case that industry falls into the hands of financial 
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ho manage industrial concerns have become increasing ind^ 
pendent of outside financial control. increasingly inde- 
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r^tl f ^ , and le VL Ve r kn0Wing that in a market which grows 
relatively slowly any fight for position is certain to be costly. This is 

the stage in which the industry may pass from the innovators to the 

bureaucrats; the stage when the managerial mind takes over, and 

when fundamental technical change ceases. What is true for each 

industry, however, is not necessarily true of the economy as a whole. 

For new industries challenge each other in continual succession. If 

an industry, as it ages, comes to be monopolized and to lose interest 

in innovation, this may be the very reason why it is superseded by 

some new industry, producing a rival product. Provided that there is 

a constant succession of new products, under new auspices, the 

economy as a whole does not become more monopolistic even if 

each industry does. 


It may, however, also happen that the economy becomes more 
monopolistic not because of the behaviour of entrepreneurs, in the 
first instance, but rather because of the reactions of the community 
to this behaviour. Competition creates its own enemies, and, by a 
dialectical process, may therefore strangle itself. Competition hurts 
the weak, the inefficient, the unprogressive, and the unlucky, and 
since these are much more numerous than their opposite numbers, it 
is relatively easy to organize considerable hostility to the idea of 
competition. Farmers, small traders, handicraft workers and small 
industrialists are among the first to resent the effects of economic 
growth. A formidable hostility is also stimulated amongst skilled 
employees, whose skills are constantly menaced by technical change. 
Economic growth therefore stimulates the creation of trade associa¬ 


tions and trade unions designed to resist various types of change, by 
exercising monopolistic pressures. These also call into their support 
the aid of the politicians, who are not slow to pass legislation pro¬ 
tecting what seems to them to be majority interests against what they 
think to be merely the interest of a pushful minority. The philosophers 
of the day also adapt their philosophy to what seems to be the need 
of the times; the priests call for a return to the ‘balanced’ society of 
mediaeval times; the economists discover and pounce upon flaws in 
the arguments for competition; and the lawyers find loopholes in the 
law through which monopolistic agreements pass. It is not inevitable 
that competition should lose this battle, for the very fact that people 
have experienced the fruits of economic growth creates the same, 
that the general interest and the sectional interest are not awareness 
All the same, the resistances which growth creates to itself are so 
great that it is equally possible in some cases that they may have the 
effect of slowing down the rate of innovation and of new investment. 

This brings us next to consider propositions based upon changes in 
the distribution of income as economic growth proceeds. We shall 
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consider first the theory and then the facts. If, at a time of full em¬ 
ployment, distribution changed in such a way as to increase the 
desire to consume relatively to national income, we would expect the 
result to be a relative decline in the proportion of resources used for 
investment, and therefore relative stagnation of national income. 
However, it is also arguable that the increase of the propensity to 
consume would stimulate investment, the deficiency of savings 
being met by the creation of credit. Investment would therefore 
be kept up against a persistent background of inflation (punctuated 
no doubt from time to time by slumps, which would help to maintain 
confidence in the vaiue of money). Conversely, it has been argued 
that if the effect of economic growth is to increase savings relatively 
to consumption, a country will find increasing difficulty in disposing 
of its savings as income grows, and will be peculiarly liable to bouts 
of prolonged depression. We referred to these arguments in earlier 
sections of this chapter (2(a) and 3(c)) and saw that they cannot 
be accepted at face value, since they depend on assuming a fairly 
rigid relationship between consumption and investment. However, 
it is right to note that, just as a majority of economists in Victorian 
times regarded a deficiency of savings as the main menace to growth 
in their day, so in our day probably a majority of economists would 
consider a superfluity of savings to be more likely to hinder growth 
in the United States of America. 


If we turn to the facts, the relevant question to ask is what happens 
to profits as national income grows, since high profits and high 
saving go together. We have already seen in an earlier section of this 
chapter that profits grow relatively to national income in all that 
phase of economic growth where labour can be drafted into the 
capitalist sector of the economy from other sectors at a constant real 
wage. Once the accumulation of capital has caught up with the ‘sur¬ 
plus labour previously available from agriculture, or domestic 
service, or petty trading, or the female household, or casual trades 
or population growth, wages grow with capital accumulation, and 
there is no evidence supporting an inevitable secular change in one 

J“ rthe ° ther ' In ‘he early stage the growth of profits does 
not inhibit investment; on the contrary it encourages investment 
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expected this to check rather than to stimulate investment. Profits 
may have fallen for some such reason in earlier phases of economic 
history but there seems to have been no secular decline of the rate 
of profit over the past hundred years. Here again account must be 
taken of the behaviour of governments. If they have a secular 
tendency it is to tax profits and to stimulate consumption, but 
whether this checks or stimulates investment in ‘mature’ economies 
we must leave to the debate. 

Events have also failed to fulfil another of Karl Marx’s predictions, 
namely the increasing misery of the proletariat. In Marx’s system 
real wages remained constant at the subsistence level (apart from 
cyclical fluctuations) despite the growth of productivity through 
increased knowledge and capital. All the benefits of technical pro¬ 
gress went to the capitalists, whose profits correspondingly increased 
relatively to wages. This analysis, we have seen is good for the 
earlier, but not for the later stages of capitalism, when capital 
accumulation has caught up with the labour supply. At the same 
time Marx expected the increased monopolization of industry to di¬ 
minish the ranks of capitalists, and to swell the ranks of the proletariat 
by destroying and displacing the smaller capitalists. This would both 
menace the wage level, by increasing the reserve of unemployed, and 
also widen the gulf between the classes. As for this gulf, the opposite 
has happened; economic growth has created an enormous and diverse 
middle class; in fact it has blurred social distinctions so much that 
nearly every one in the advanced industrial communities now con¬ 
siders himself to belong to some branch or other of the middle 
classes. On top of this, according to Marx, the growing use of 
machinery was to displace labour, and to create ever-increasing tech¬ 
nological unemployment. All these circumstances were to combine in 
increasing the misery of the working class, who goaded by constant 
pressure on subsistence wages, and by ever-increasing unemploy¬ 
ment, as well as united by their ever-sharpening sense of class dif¬ 
ferences, would one day rise up and make a successful revolution. It 
is always possible for a system to be brought to an end by revolution, 
whatever the causes of the revolution may be. The capitalist system 
in its later stage has made workers more comfortable, and not more 
miserable as Marx predicted; but he may have been equally wrong in 
believing that misery is the cause of revolution. In all capitalist econo¬ 
mies the working classes have now much greater economic and 
political power than they had a hundred years ago, and no one knows 
what use they will make of it. They may accept the system, and confine 
themselves to improving it (e.g. by introducing greater stability, or 
by providing social insurance for the weak or the unlucky). Or they 
may destroy the system by restrictionism, by excessive taxation, or 
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by hostile words and deeds which undermine confidence. No one can 
predict of any economy that it will not be brought to a standstill 
by internal dissension; this outcome is always possible, and has 
often happened. On the other hand, there is no clear link between 
the distribution of income and civil strife, so even if we could predict 
what is going to happen to profits relatively to wages (which we 
cannot), we could not deduce from this whether the result would be 
increasing social harmony, or increasing dissension. 

We come now to arguments based on predictions of what happens 
to population as economic development proceeds. Here too there are 
opposing schools. According to one school, economic growth inevit¬ 
ably causes population growth. This in turn exhausts natural re¬ 
sources; forests are cut down, soil is eroded, and minerals are worked 
out. Output may actually decline, and people may die off in famines. 
Or else the pressure of population has to be met by increasing imports 
of food, at unfavourable terms of trade. Then people and capital 
emigrate to more favourable localities, and the country stagnates. 
There are plenty of cases of this in history, such as for example the 
migration of people and of capital from the British Isles in the second 
half of the nineteenth century. It cannot, however, be taken for 
granted that the population will always grow up to the limits of 
natural resources. As we shall see in the next chapter, a prolonged 
lail in the death rate sets in motion after a while social forces which 
nng down the birth rate. It is not therefore impossible for equilib¬ 
rium to be attained with low birth and death rates before the country 
becomes overpopulated in any sense. 

It is precisely this possibility that worries the opposite school. 
According to this school economic growth inevitably after a while 
caiises the population to grow more slowly, or even to decline 
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that the importance of this factor is exaggerated. There is in any case 
in any economy which offers fairly full employment an enormous 
turnover of labour. The industries which are said to be short of labour 
are frequently short not because they do not get enough recruits, but 
because they are unable to hold the labour they get. Any economy 
will of course find it difficult to effect sudden large transfers of labour 
between occupations such as are occasioned by wars, or by the after- 
math of wars; but as far as the ordinary marginal transfers required 
in peacetime are concerned, it is doubtful whether the presence or 
absence of a large annual inflow makes much difference to the 
situation. 

There is more to be said of the greater riskiness of investment in a 
stable economy. In a country where population is growing by 2 
per cent per annum, and real income by this or more, it is hard to 
make great errors in investment. If entrepreneurs put 10 per cent 
too much into any particular line, the industry will be depressed 
temporarily, but within five years or less demand wili have caught up 
with supply, and there will be some scarcity profits to enjoy. Mis¬ 
takes in investment are rectified both by the natural depreciation of 
capital, which reduces supply, and also by the growth of income and 
population which increases demand. If population is not growing, 
mistakes are rectified only by depreciation, and by the growth of 
income per head, and this may be a long drawn out and painful 
process. All investment is therefore more risky. This brings us 
directly to the third point. For if risk-taking is discouraged, the 
economy becomes less competitive. Entrepreneurs are more anxious 
to enter into market-sharing arrangements than they would be in 
an economy where demand was growing rapidly. Both these factors, 
the decline of risk-taking, and the growth of monopoly, discourage 
investment, and so promote secular stagnation. But one could 
equally easily argue the other way: that the fight for markets is 
intensified as the markets cease to expand. Reliance on a priori argu¬ 
ment leads to no definite conclusion, and neither is their adequate 
evidence on which to base a firm judgement. 

Investment is also expected to decline because the slowing down of 
population growth reduces investment opportunities. Some part of 
investment is needed to provide for an increase of population : new 
houses, new agricultural areas, new roads, more transport facilities, 
more factories, and so on. Hence, as the rate of population growth 
falls, the opportunities for investment contract correspondingly. The 
question whether the rate of growth of income per head will slow 
down must not, however, be confused with the problem of main¬ 
taining full employment. If the difficulty is simply that people are 
saving more than is needed to keep capital per head rising at a 
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constant rate, this difficulty can be met by measures which increase 
consumption and discourage saving. The government can increase 
the types of taxes which fall upon saving, and reduce the types which 
fall upon consumption; or it can use the surplus savings to expand its 
own expenditures on housing, roads, medical facilities, and the like. 
Given appropriate measures, one would expect a slowing down of the 
rate of growth of population to increase the rate of growth of income 
per head, since some of the capital which was no longer required to 
provide for population increase could now be used instead to increase 
capital per head. On the other hand, if capital per head were in¬ 
creased, the rate of profit on capital would fall, unless there were an 
adequate stream of innovations, and this might decrease the willing¬ 
ness to invest (increase it if you think investment depends on high 
consumption rather than on high profits, and if the fall in the rate of 
profit raised the propensity to consume by increasing other incomes 
relatively to profits). Most arguments about secular growth come 
back in the end to the stream of innovations, and to whether there is 
any reason to expect this stream to dry up. 

The population argument is therefore inconclusive. We cannot be 

confident that population will outgrow resources in the later stages of 

development. On the contrary, the menace may rather be that the 

later stages bring population stability or decline. Neither do we know 

how dangerous this menace would be if realized. On the face of the 

matter we expect a declining rate of population growth to make it 

possible to increase capital per head more rapidly, but the possibility 

of growing inflexibility and monopoly cannot be brushed aside 
altogether. 


Finally we come to international competition. According to this 
line of argument, an ‘old’ country inevitably loses its place in world 
trade after a while; whereupon the rate of investment in the country 
eclines, either because profits fall, or because it is more profitable 
to invest in the new countries which are coming up. The ‘old’ country 
may lose its place because of shifts in the pattern of international 
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front of introducing new ideas, and this kind of leadership is 
hard to hold. When we take account both of changes of demand 
relatively to natural resources, and also of the difficulty of main¬ 
taining technical superiority for more than a few decades, it is not 
surprising that no one country maintains leadership in international 
trade for more than a few decades. Losing leadership does not neces¬ 
sarily lead to stagnation, in the sense of a fall in the ratio of invest¬ 
ment to national income, but it may well have this effect if it is 
accompanied by adverse terms of trade, or if it results in investment 
being attracted overseas to the new countries. It seems that the rate 
of growth of production per head in Britain has been smaller since 
1870 than it was in the first three-quarters of the nineteenth century, 
and some people explain the phenomenon in these terms. We shall 
have more to say about international competition in Chapter VI. 

There are thus many pits into which a country may fall, as a 
result of prolonged growth: it may weary of material things, its 
entrepreneurs may behave less competitively, its public may create 
barriers to change, the distribution of income may alter unfavourably, 
it may exhaust its natural resources, it may lose its place in inter¬ 
national trade, or it may run out of innovations. In addition, it may 
be a victim of natural disaster, or it may be ruined by war, by civil 
strife, or by misgovernment. None of these is inevitable. On the 
other hand, when there are so many pits into which a country may 
fall, it is not in the least surprising that countries have fallen into one 
or more of these pits in the past. One cannot predict when the rate 
of investment in any particular country will begin to slow down— 
whether it will be after decades or after centuries. But the expectation 
that a long period of growth is in due course succeeded by slower 
growth, by stagnation, or even by decline seems fairly well supported 
by the little we know of the economic history of the past four 
thousand years. 
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POPULATION AND RESOURCES 


In this chapter we consider first the relationship between resources, 
population and output, and secondly the relationship between 
resources, population and the movement of men and goods across 
international frontiers. 

1. POPULATION AND OUTPUT 
(a) Population Growth 

What effect has economic growth upon population growth? 
Malthus’s answers to this question have excited controversy ever 
since his day. First, he said, a rising standard of living will cause 
population to grow. Secondly, population growth will exceed the rate 
at which food production will grow. So, thirdly, the growth of popu¬ 
lation is always checked by the limitation of the means of subsistence. 
From which it follows, fourthly, and in summary of his position, 
that any increase in the capacity to increase food will cause popula¬ 
tion to rise to the limits of this capacity. These, at any rate, were 
Malthus’s original answers to the question. In later versions he 
laid more stress on the possibility that deliberate human control of 
fertility might break the link between the growth of population and 
food supply. This concession rather destroys the beauty of his theory, 
and some of his disciples, then and since, have been reluctant to 
accept it. On the other hand, the original version never found 
complete acceptance either, since there were always people who 
doubted each of the pillars on which the argument rested. 

Let us first consider the effects of a rising standard of living upon 
the natural increase of population. The question has to be tackled by 
considering separately the effects on the birth rate, and the effects on 
the death rate. 

Throughout most of the world’s history birth and death rates have 
both been very high, and nearly equal to each other. Exact statistics 
do not go very far back in time. In the most primitive countries of 
our own day, where neither economic nor medical progress has yet 
had much effect, death rates run as high as forty per thousand. Much 
of this is accounted for by child mortality; in primitive conditions 
nearly half the children die before reaching the age of ten, and this 
accounts for about half the death rate. We cannot generalize from 
this what death rates must have been in history. Some countries are 
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healthier than others (e.g. less liable to malaria), and the incidence of 
famines, wars and epidemics must also have made the death rate 
very variable from year to year. All the same, over the long centuries 
death rates must have averaged somewhere around thirty to forty per 
thousand. Birth rates must also have been at about the same level, 
since population increased so slowly. It is thought that the world’s 
population increased in the first 1,500 years A.D. at a cumulative rate 
not exceeding one per thousand per annum, so the birth rate can 
only have been very slightly larger than the death rate, when allow¬ 
ance is made for considerable fluctuations in the death rate, occa¬ 
sioned by sudden disaster. 

Birth rates also have varied from country to country. In Western 
European countries they have seldom exceeded thirty-five per 
thousand, since records have existed, whereas in Asia or Latin 


America birth rates exceeding forty per thousand are quite common. 
One possible explanation is an earlier age of marriage. In com¬ 
munities where it is fashionable to have only two or three children 
later marriage may not make much difference to the birth rate, but it 
must be important in communities where birth control is not prac¬ 
tised, since fertility falls with age, Another explanation is the 
differences in the percentage of women remaining single, which are 
due partly to differences in the sex-ratio of the adult population, and 
partly to differences in marriage customs. India and Ireland present 
the current extremes; in India only one per cent of women are still 
unmarried at the age of forty-five, while the corresponding figure for 
Ireland is twenty-six per cent. In most countries of Western Europe 
between fifteen and twenty per cent of women never marry, partly 
because the number of adult women exceeds the number of adult 
men; and though the figure has not always been so high, it seems 
always to have been much higher than the corresponding figures for 
Asia or Africa. If the fertility of married women is the same in two 
countries, and if in one all women marry and the birth rate is forty 
per thousand, while in the other twenty per cent of women do not 
marry the birth rate in the latter will be nearer thirty-two. One must 

2” n : 1Cg r ate births among singIe and for the 
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control being presumably that the age of marriage falls as economic 
conditions improve. Marriage rates do fluctuate with the trade cycle, 
but over the longer period there is no evidence that the age of 
marriage falls in the early stages of economic development. The 
argument has been applied to the situation in England and in Ireland 
in the eighteenth century, but there is no evidence to support it, and, 
as we shall see in a moment, what happened to population in Ireland 
is easily explained without invoking any change in the birth rate. In 
the present state of our knowledge the best conclusion seems to be 
that in the initial stages of development all the effects are concentrated 
upon the death rate. 

The death rate seems to fall in three stages, or alternatively because 
of three sets of factors. First it falls because of improvements in the 
food supply, due either to greater production or to better distribu¬ 
tion. In the case of Ireland, where population quadrupled between 
1700 and 1840, the main factor was greater production of food, due 
to the adoption of the potato, which yields much more food per acre 
than was previously obtained from cereals. In some other countries 
the main factor has rather been improvements in distribution, due to 
the cessation of wars, the opening up of trade in foodstuff's and the 
building of better communications. In the absence of trade and 
communications, each district depends for its food upon its own 
supplies, and a local failure of the crop may mean famine and death 
even if food is plentiful in other regions of the same country. Hence, 
countries in which the rainfall varies widely from year to year in each 
district may suffer very much from famine, if communications are 
inadequate, and may have a sharp fall in the death rate simply by 
building communications, and even without any change in their 
output of food* 

A country which passes through this stage may knock as many as 
ten points off its death rate. This means that if its birth rate remains 
unaltered, its population will start to rise by one per cent per annum, 
doubling in seventy years and quadrupling in 140 years. This seems 
to be what happened in Ireland. There is no need to explain the Irish 
case by invoking an unusually low age of marriage, or unusually 
high fertility rates. What happened there is quite consistent with a 
birth rate of around thirty-five per thousand, associated with a death 
rate dropping to twenty-five per thousand as the potato came into 
general use. Similarly the upturn of populations in India and in 
Africa is adequately explained by trade, communications, and the 
elimination of local famines. The populations of India, and of some 
African countries, have risen in the past fifty years at an annual rate 
of one per cent, which is consistent with birth rates of forty and 
death rates of thirty per thousand. Death rates are still high in these 
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countries because they have not yet progressed far into the stages of 
medical improvement. 

There are two medical stages, which occurred successively in 
Europe, but which are tending to occur simultaneously in the rest of 
the world. One of these stages is the adoption of public health 
measures, which get rid of the epidemics. The other is the wide¬ 
spread extension of medical facilities to private persons. The ex¬ 
tension of curative medicine takes longer to accomplish than the 
public health work because it requires much greater resources; 
hospitals have to be built, and medical practitioners trained and 
spread throughout the country. Very few of the less developed 
countries have entered into this final stage of bringing down their 
death rates. But very many have entered the second, or public health 
stage, in which the great epidemic diseases are wiped out—plague, 
smallpox, typhus, cholera, typhoid fever, malaria, yellow fever (and 
eventually tuberculosis). In this second stage the death rate comes 
down another ten points. If the birth rate remains at forty, the 
population will increase by two per cent per annum, doubling every 
thirty-five years. Ceylon, Egypt, Mauritius, the West Indies, and 
many countries in Africa and in Latin America have already passed 
this stage. India is only just entering it, and this is why her population 
is increasing at the moment only by about 1J per cent per annum; 
in a very short time the extension of her public health facilities may 
be expected to rid her of cholera and malaria, and the other epidemic 
diseases from which she now suffers, and if her birth rate does not 

drop her population will then be increasing by around two per cent 
per annum. 


In the third state the death rate drops to around ten per thousand 
more or less, depending upon the age structure of the population! 
Ims results from making medical attention available to everyone. 
If the birth rate is still forty, population increases by three per cent 
per annum, doubling in twenty-five years. Some communities have 
reached this state, e.g. Puerto Rico, and others are well advanced 
towards it, such as Ceylon. 

We can see from this analysis that it is too crude to link popula¬ 
tion increase directly to food supply in the first instance. Food supply 
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But whether population increases because of food supplies or 
because of medical improvements, Malthus asserted that the 
increase must in due course be brought to an end by the failure of 
food supply to grow so rapidly. This part of his analysis was falsified 
by the events of the nineteenth century. The best estimates we have 
suggest that in the half century or more before the first world war, 
world food supply was growing at a rate not much below two per 
cent per annum, while world population was growing only by about 
0*7 per cent per annum. There was, as we know, a tremendous im¬ 
provement in the diet of the working classes in Europe, America 
and Australia, corresponding to a great increase in the consumption 
of livestock products. Malthus over-estimated the rate at which 
improvements in the food supply would cause population to gorw 
(he spoke of three per cent, which no European community ever 
approached). He allowed for the possibility that a growing popu¬ 
lation might feed itself merely by bringing new lands into culti¬ 
vation, but he did not foresee how rapidly this would be done in 
the nineteenth century; and he also underestimated the possible 
annual growth of yields per acre. None of this, however, diminishes 
the importance of the problem to which he drew attention. If no 
community reached the three per cent rate of population growth in 
the nineteenth century, several have reached it in the twentieth 
century; and there is not an unlimited supply of fresh lands to bring 
under cultivation. 

It needs no elaborate argument to establish the proposition that if 
death rates fall from forty to ten, the world will soon be in a mess 
unless birth rates fall to much the same extent. This proposition does 
not depend wholly upon arguments about the supply of food. The 
food supply argument is important now, but may not matter in 
coming centuries. What the present carrying capacity of the world is 
no one knows. Different calculations are made, corresponding to 
different assumptions about diet, and about fertility. The present 
population is about 2,500 million, and the lowest estimate is that this 
is the largest population for which an adequate diet could be provided 
with current agricultural techniques; that is to say that if all the cul¬ 
tivable land not now cultivated were opened up, the result would only 
be sufficient to raise feeding standards everywhere to the European 
level. Other estimates run to as high as a carrying capacity of 10,000 
million, assuming current average levels of feeding. Part of the diffi¬ 
culty in making these estimates lies in uncertainty as to the ultimate 
carrying capacity of the less well watered lands in the tropical parts of 
the world, say between 30°N. and 30°S. In this zone there are millions 
of square miles of arable land, receiving twenty-five to forty inches of 
rain per annum, mostly concentrated in a few months of the year. 
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and suffering from a long dry season during which vegetation dries 
up and the soil may be baked. The revolution in agricultural tech¬ 
niques which occurred in nineteenth century Europe applied to 
lands where some rain falls throughout the year, and where the land 
is never baked by extreme heat. The techniques which have been so 
fruitful in Europe and North America are not all directly applicable 
in the tropics, and may indeed do harm when transplanted, e.g. if 
mechanization exposes the soil to leaching. One of the great problems 
which the human race may have to solve, as population increases, is 
how to make the best use of these millions of square miles, now very 
sparsely occupied; and we cannot now be certain whether they will 
soon prove very productive, or whether they will continue for long to 
make small contribution to the world's food supplies. 

Even the largest estimate of the present capacity of the world does 
not leave much leeway, since at its present rate of increase the world’s 
population will reach 10,000 million in just over a century. However, 
the carrying capacity of the world grows all the time. Yields per acre 
in the most progressive agricultural countries have increased over 
long periods by figures ranging from 0*7 per cent to T5 per cent per 
annum (the greatest technical possibilities lying in the most backward 
countries). It is quite right to worry about the capacity of the world 
to feed itself during the next thirty years, during which it seems quite 
likely that population and food supply may be racing neck and neck. 
But what will happen to our techniques of producing food in a longer 
period than that is anybody’s guess. If, for example, we learn to use 
the leaves of plants and not only their fruit, the world’s feeding 
capacity will multiply enormously. Again, it was reported in 1954 
that photosynthesis has been achieved in the laboratory, and if this 
becomes economically feasible on a large scale, food will be abundant 
for any conceivable population. 

Accordingly the arguments about food are subsidiary to considera¬ 
tions of space. We may learn to make food out of hydrogen atoms, 
and to produce it in virtually unlimited quantities, but what are we to 
do about space? The total land area of the globe, including desert, ice 
and mountain, is only fifty-six million square miles. Suppose we 
allot each person only one square yard for standing room. Then if 
world population increases by as little as one per cent per annum, 
tnere will be standing room only in as little as 1,120 years from now. 
remaps in 1,120 years man will have taken again to the seas, or will 
nave covered the earth with skyscrapers, or will be synthesizing more 
and out of hydrogen atoms, or will have colonized other planets. It 

Lnllw t ? tl shru S the Problem away, either on the ground that 
omething will turn up, or else on the ground that we need not worrv 
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even those of us who most love the company of our fellow men would 
agree that it is undesirable that world population should grow by 
one per cent per annum for the next thousand years. Once the death 
rates are brought down, it is inescapable that the birth rates must fall 
to much the same extent if men are to live comfortably within the 
limits set by the land area of our present planet. 

Apart from these global considerations, the individual country 
which goes through a phase of high birth and low death rates has to 
pay a substantial economic price for so doing. First, there is the cost 
of supporting the children. Whereas children under fifteen are only 
about twenty per cent of the population of Great Britain, they are 
about forty per cent of the population of Puerto Rico. The British 
proportion is a little too small to keep the population stable. On the 
other hand, the Puerto Rican proportion is a considerable burden 
upon the adult population, which has therefore to devote time and 
resources to bringing up children which could alternatively be used for 
raising the living standards of adults. The fact that this is regarded 
as a burden is, as we shall see, probably one of the most important 
reasons why falling death rates tend to be followed sooner or later by 
falling birth rates. Another cost of disequilibrium between birth and 
death rates is the effect of a rising population on output per head. 
There are a few countries still in the increasing returns stage, where a 


larger population would mean better use of public utilities and of 
facilities for manufacturing industry. These are located chiefly in 
Africa and in Latin America (see section 1(6) of this chapter). These, 
however, are very few in number. In most countries of the world an 
increase of population must tend to reduce output per head, unless 
capital is used up in providing additional resources for the new 
hands to work with. This is capital which could alternatively be used 
to raise capital and output per head of the existing population. We 
cannot be sure just how much capital is required for preventing t e 
standard of living from falling in spite of population growth. If 
we use a capital-output ratio of four to one, then a country needs 
for this purpose net investment of four per cent of national income 

if its population is growing by one per cent, of cl S h ‘ P er cent l 
growing by two per cent, and of twelve per cent if growing by three 

per cent. When we 

barely manage to invest five per cent of their national incomes per 

annum, it is clear that their standards of living must lf * 
indulge in the luxury of increasing their populations by two or three 
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certain of this because we do not really know why birth rates nav 



POPULATION AND RESOURCES 


* * 


fallen, in the same sense as we know why death rates have fallen. 
In the past hundred years some European birth rates have fallen 
from around thirty-five to as low as fifteen per thousand. Some part 
of this fall was due to an increase in the number of women remaining 
unmarried, and some part may even have been due to the later age 
of marriage, but much the greatest part has been due to a decline in 
the willingness to bear children. We do not know what caused this 
decline. We assume, and argue, that it followed inevitably from the 
processes of economic growth, and that it will therefore be repeated 
in all countries as they undergo the same processes, but we have no 
certainty that things will turn out in this way. 

It is pretty safe to assume that the fall in the birth rate is due to a 
change of attitude towards childbearing and not merely to new 
techniques of birth control. This can be safely assumed for two rea¬ 
sons. First, the decline of birth rates started before the new tech- 
mques were brought into use. The French birth rate had already 
started to fall at the beginning of the nineteenth century, and other 
European birth rates were falling from the middle of the century 
whereas the new birth control appliances belong to the end of the 

whn U ^ SeCO r n n y * even . toda y a ver y lar g e proportion of the people 
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women are held in high honour and respect, while barrenness is 
regarded as a curse. This attitude changes automatically when the 
death rate drops. As more children survive, it is not necessary to 
give birth to so many children. As far as population stability is con¬ 
cerned, if the expectation of life at birth rises to sixty-eight years, 
the population will be stable with birth and death rates of only about 
fifteen per thousand, which corresponds to the average family 
having only slightly more than two children. Sooner or later the 
disadvantages of a rapidly growing population become obvious to 
the leaders of the community, and the religious precepts urging 
maximum childbearing are dropped. Many primitive societies, 
fortunate enough to have death rates below forty, have adopted 
forms of population control, including taboos on sexual intercourse 
for tw'o years after childbirth, abortion, and even infanticide. 
(Ireland took to very late marriage, and to a quarter of her women 
not marrying at all.) Parents also change their attitude; if one 
wishes to have three adult children it is no longer necessary to give 
birth to eight. At first it seems marvellous to be able to raise up 
so many fine sons and daughters, but as the number of people 
who can raise ten children increases rapidly the novelty and the 
distinction of the achievement wear off, especially if food is in short 
supply, or if jobs are hard to get, or if there is little land to bequeath 
to them. People begin to feel that having so many children has grave 
disadvantages, and interest in the techniques of birth control is 
aroused. If this analysis is right, it follows that a decline in the death 
rate is automatically followed, after a lapse of time, by a decline in 
the birth rate. Population grows by three per cent per annum only 
as a temporary phenomenon—temporary, however, only in a relative 
sense, since it may take two or three generations before the dis¬ 
advantages of large families become so obvious as to change social 


attitudes. . . . . 

Other factors work in the same direction. There is the improve¬ 
ment in the status of women, which results from women s education, 
and from widening opportunities for the employment of women 
outside the home; this causes some women to look upon child¬ 
bearing as a temporary phase in their lives, which will soon leave 
them free to give their time to other things. Then there is the increase 
in other things to do with one’s time. Economic growth means that 
there is a larger income to enjoy, and such enjoyment takes time. 
There is especially a growth of amusements outside the home, such 
as the cinema and visits to the seaside. Some nineteenth century 
women in the low income groups without domestic help har y 
left their homes, except to go to church; where now ^ays th y 
demand much greater freedom of movement. It is sometimes sa 
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that the secret of birth control is to introduce electric light into the 
homes, so that the family has plenty to do in the evenings, instead 
of going to bed at dusk, but it is hard to take this seriously. The 
point of the increase in the ways of using one's time is not that it 
diminishes the opportunities for childbearing, but rather that it 
makes child rearing rather more of a burden. Another change is that 
children have grown more costly; they can no longer be sent out to 
work at seven or eight, but must be kept at school until fifteen or 
later. In the western world the attitude towards children has also 
changed over the past two centuries or more, in that a cult of child¬ 
hood has grown up. Children as such were not highly regarded in the 
seventeenth century or earlier, they grew up much as they could, 
without much attention. In these days, however, the development of 
personality in childhood has come to be regarded as of supreme 
importance. Parents feel a duty to do as much as they can for each 
child, and a corresponding duty not to have more children than they 
can attend to. Economic growth has also brought greater social 
mobility, and with it the desire of some parents to give their children 
as good an education and start in life as they can afford, so that they 
can move up the social ladder; this also increases the cost of children, 
and diminishes their number. It is particularly marked that people 

Tre not C Scale have fewer children than those who 
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techniques will not be adopted unless there is first a change of 
attitude towards childbearing. This change is brought about by 
economic growth. Hence the way to bring down the birth rate is to 
concentrate on economic development. This is obviously a sham con¬ 
troversy. One needs to put all the ingredients into this pie: to convert 
social leaders into seeing the dangers of a high birth rate, so that the 
taboos and religious sanctions turn against it, instead of in its 
favour; to raise standards of living and of education rapidly, so that 
women find it convenient to have fewer children; and to make wide¬ 
spread propaganda about birth control techniques. Action is needed 
on all fronts simultaneously. 

None of this is easy. Perhaps the easiest task is to persuade leaders 
to give guidance in the right direction. The fact that there will be 
standing room only in 1,000 years if populations increase by as 
little as one per cent per annum is easy to grasp, especially by the 
men who have been coming into power in the less developed countries 
in the last decade or two, who have for the most part the western 
rationalistic outlook. Priests are more difficult than politicians, but 
the only church which has taken a strong stand on these matters is 
the Roman Catholic Church, and even this approves of family 
limitation, provided that none of the modern birth control ap¬ 
pliances is used. The great Eastern religions have no clear teaching 
on the subject, and in each of them some of the religious leaders 
have expressed their approval of birth control. There is not yet a 
sense of urgency in any of the countries which have the highest birth 
rates, but this may come. And, in any case, the birth control move¬ 
ment swept through Europe with neither religious nor official bless¬ 
ing. 

To spread propaganda is not as easy in illiterate societies, in some 
of which women are kept in seclusion, as it was in Western Europe. 
In addition, the appliances used in Western Europe are both costly, 
in relation to the incomes of people in the poorer countries, and also 
inconvenient having regard to housing conditions and to their ways 
of life Hence it is very desirable to invent some cheaper or more 
convenient form of birth control. This is why in birth control circles 
so much interest attaches currently to the possibility of manu¬ 
facturing a pill which would induce temporary sterility, without 
other effects. Research is proceeding actively on this subject. 

The hardest task of all is to raise the standard of living. If popu¬ 
lation is growing by 1* per cent per annum, the minimum target we 
can set is to increase total output by 2 per cent per annum. This 
would double the standard of living only in 140 years, compared 
with the 40 to 80 year doubling achieved in Western Europe 
or the United States. But raising total output by 2 per cent per 
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annum is no mean feat. It requires considerable expenditures on 
education and other public services, a doubling of current capital 
formation, and many changes in beliefs and institutions. The 3 
per cent increase in output which is required where populations are 
increasing by 2 to 2\ per cent is even more difficult to achieve. 
A 4 per cent per annum increase in output is all that the United 
States achieved from 1870 to 1930, with all its vast expenditures on 
capital and on education, and its materialistic outlook and institu¬ 
tions. There is no sign of the less developed countries this side of the 
Iron Curtain beginning to adopt the sort of heroic measures which 
a 2 to 3 per cent per annum increase of output would demand 
Neither is there any sign of the more developed countries recognizing 
the magnitude of this problem to the extent of being willing to make 
an adequate contribution towards solving it. If raising the standard of 
living is a necessary condition for bringing the birth rate down, it 

looks as if the population problem will be with us for a good lone 
time yet. & 6 


The population problem of the less developed countries is more 
acute than the European problem ever was, because European 

were never anywhere near a three per cent per annum 
rate of increase. (It is possible that the population of the U.S.A. was 
growing by three per cent per annum by natural increase in Malthus’s 
^ y ' as ^ sa ' d > 'corresponding to a birth rate of about fifty and a 
death rate of about twenty; but a birth rate of fifty requires the 
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forty years in Sweden and Switzerland, and thirty years in England 
and Denmark, in the twelve years from 1924 to 1936 the birth rate 
fell from 40 to 26 in Bulgaria, from 35 to 26 in Poland, from 26 to 17 
in Czechoslavakia, and from 35 to 27 in Japan. Everything tends to 
happen faster in these days than it did in the nineteenth century. 

While it is true, for the reasons given above, that the population 
problem of some of the poorer countries is very serious, it is not true 
that population growth, actual or potential, is the principal reason 
why their levels of living are not rising. For example, the population 
of India is growing currently by 1J per cent per annum. This rate is 
lower than the current rate of population growth in the U.S.A., 
where nevertheless output per head doubles every forty years; and it 
is no greater than the rate at which European populations grew 
during the nineteenth century, when their levels of living were rising 
substantially. If Japan has been able to double output per head every 
twenty-five years since 1880, despite population growth, the rest of 
Asia, or Africa, could do the same. Japan is not particularly rich in 
natural resources; on the contrary, she is less well endowed than 
India is with coal and mineral ores. Population growth at the rates 
likely in the next two or three decades is not an insuperable obstacle 
to economic growth. Raising output per head is more difficult if 
population is growing by 2 per cent per annum than if it is growing 
by 1 per cent per annum, but the principal obstacle to raising output 
per head in these countries is not the rate of population growth but 
the fact that their rates of capital formation, at around 5 per cent, 
are much too low. If they were investing 10 to 12 per cent per annum 
their output per head would be rising, and this itself would be bring¬ 
ing down the birth rate, and reducing the rate of population growth. 

When family limitation first catches on, it spreads in much the 
same way as other fashions; that is to say, it is first adopted by the 
highest social classes, and spreads downwards. Hence, a society in 
transition always shows fertility correlating inversely with income and 
with education. This is sometimes incorrectly interpreted as a sort of 
answer to Malthus, in the sense of arguing ‘as people get higher 
incomes (or education) their fertility falls’. It is doubtful whether 
these correlations belong to other than a period of transition. There 
is no firm evidence that the rich have fewer children than the poor in 
stable societies, either when the birth rate is very high e.g. in 
eighteenth century Europe or contemporary India or when it is 
very low—e.g. in contemporary France; though it must be admitted 
that there is some evidence that it is the less fertile members of society 

who tend to rise into the highest social classes. 

Another phenomenon which belongs to the transition, and which 
follows from the class difference in fertility, is a scare that intelligence 
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will decline. If the highest social classes have the highest intelligence, 
and produce fewer children relatively than the lower classes, it is 
argued that the average intelligence of the community must decline. 
This argument is disputed by those who deny that the higher social 
classes have higher intelligence; their greater wealth assures them 
better education, but their inheritable characteristics are not nec¬ 
essarily superior. This controversy has never got far for lack of 
acceptable evidence. Quite apart from class differences, there is 
evidence that in each social class the children of large families do not 
do as well in intelligence tests as the children of smaller families. This 
has been interpreted as meaning that it is the more intelligent 
members of the community who are most likely to limit their 
families, an interpretation which again leads to apprehension that 
the average intelligence of the community must fall. It may equally 
well be, however, that the children of smaller families show more 
intelligence only because their parents can give each of them more 
individual attention, and because they imitate and pit their wits 
against their parents to a greater extent, while children of large 
iamuies move more in their own childish orbit. 

Equally disquieting to some eugenists is what they expect from the 
decline of the death rate, irrespective of whether the population con- 

or declines - These eugenists argue that when the 
ath rate is high, those who fail to survive to the age of repro¬ 
duction, or who die without having had time to have large families 
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superior and inferior qualities, and a clearer understanding of the 
extent to which each quality depends upon a biological inheri¬ 
tance. 

The decline in the death rate also gives rise to other, more trans¬ 
itional, problems. One of its effects is a very great increase in the pro¬ 
portion of people living beyond the age of sixty. If sixty is the normal 
age of retirement, this means an increase in the number of older 
people to share in the output of the younger people. This problem is 
only partly solved by raising the age of retirement, for even if the age 
of retirement is raised to seventy the number of people of that age 
and over is quite large in a stable population with an average expec¬ 
tation of life at birth of say sixty-eight years. On the other hand, the 
importance of this problem is usually exaggerated. For against the 
rise in the number of old people, which is due to the fall in the death 
rate, we must set the greater fall in the number of children, which is 
due to the fall in the birth rate. For example, the proportion of the 
population aged fifteen to sixty-four has risen in Britain during the 
past century from about sixty per cent to about seventy per cent; 
it is due to fall, but will still remain substantially higher than it was in 
the days when the birth rate was high. These changes are only trans¬ 
itional, in the sense that the proportions will be stabilized if both the 
population and the death rate become stable. If the population were 
stable, and everybody lived seventy-five years, the age-groups 
fifteen to sixty-four would contain sixty-seven per cent of the popula¬ 
tion. It is only if the birth rate increases sharply that the population 
aged fifteen to sixty-four may again fall below the level of sixty per 
cent. 

There are also fears associated with stability in the numbers of the 
population, apart from the difficulties associated transitionally with 
a declining rate of growth. As we have already seen, the prophets of 
secular stagnation fear that in a stable population the economy may 
become less flexible, and that investment opportunities may be 
insufficient (Chapter V, section 3(0). To these economic fears must 
be added the political fears of those who desire their country to have 
a large and growing population, whether for defence, or for aggres¬ 
sive purposes. . „ ... 

It is not inevitable that the birth rate, once it begins to fall, will 

fall to exactly the level which keeps the population stable. In severa 
countries of western Europe it fell below this level during t e nine “ 
teen-thirties, though it has since risen to the stability rate and beyond 
in most of them. Similarly we cannot be certain that it will ever lall 
in the less developed countries to the low levels to which it has fallen 
in Europe. If the population is to be stable at a low death rate, it 
must become fashionable to have not less than two children and not 
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more than three. In Europe during the twenties it was becoming 
fashionable to have only one child (at which level the population 
must decline), but this is now no longer fashionable. For all we know 
the fashion in Asia or Africa or in Europe may become three or four 
children (at which level population will double in about a century). 
At present these fashions seem to be determined mainly by ideas of 
personal convenience, featuring on the one hand love of children and 
family life, and on the other hand the cost and inconvenience of 
rearing children. One of the great advantages of current discussion 
of population problems is that it may result in parents taking into 
account the social problems which arise if it becomes fashionable to 
have less than two or more than three children. Probably we ought to 
be doing much more in the education of women and girls to bring the 
social issue into their consciousness. 

We can see, in summary, how right Malthus was to revise the 
original version of his theory. It is simply not true that subsistence 
determines the rate of population growth. This is true enough in 
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because of its value in defence or in aggression; or because of a 
desire to play a big part in world affairs; or because of a desire to 
accommodate immigrants, especially if they are refugees from re¬ 
ligious or political persecution; or because of a liking for the com¬ 
pany of other people in general, or of large numbers of children in 
particular. Thus the question what is the right size of population 
raises issues well beyond the scope of economic analysis. 

Confining ourselves to economic aspects we observe four different 
senses in which the term ‘over-population’ is sometimes used. First, 
a country is said to be over-populated if it would have a larger output 
per head with a smaller population. Secondly, the term sometimes 
means no more than that the population is larger than can be fed 
without importing food. Thirdly, the term is used in an extreme 
sense, indicating that the country’s population is so large relatively 
to its resources that a change in population would have no effect on 
total output. Finally, the term is used in a vague sense to indicate that 
a country is using up irreplaceable resources at an excessive rate. Let 
us dispose of this last sense first, since, as we shall see, it leads to no 
positive conclusions. 

Other things being equal, the size of the population determines the 
rate at which mineral resources are used up. The more we consume 
of oil, or coal, or iron, or tin, or other minerals, the less there is left in 
the earth’s surface for future use. Can we establish a Tight’ rate at 
which these resources should be consumed? 

Resource conservation raises three different issues. First, is it 
possible that in using up one resource we create another of equal 
value? Secondly, how much would it cost to use up the resource more 
slowly? And thirdly, how much do we weight the claim of future 
generations to consume when compared with our own claim? In 
addition, in answering these questions we must distinguish between 
the position of any one country and the position of the world as a 
whole, since it is open to one country, but not at present to the world 
as a whole, to exhaust its own minerals gaily, while trusting to be 
able to import from other places in future. 

If we take first the using up of one resource in order to create 
another, we can see this most clearly if we consider the position of a 
single country. A country with a low standard of living, like Northern 
Rhodesia or Malaya or Trinidad, may find itself to be possessed of a 
mineral resource which the rest of the world values highly. If it 
refuses to exhaust this resource, its standard of living remains low. 
On the other hand, if it exploits the resource, funds become available 
for improving its capital equipment in other ways. More can be spent 
on education, on improving its agricultural land, on irrigation 
facilities, on public utilities, on research, and on surveying to find 
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new resources or new uses for other resources. As a result the ex¬ 
haustion of its minerals may yet leave the country in a much better 
position to earn its living in the future than it would otherwise have 
been: one resource has been transformed into another. This is not, of 
course, always the case. Often the proceeds are used wastefully, or 
mainly on current consumption, so that when the resource is’ex- 
hausted there is nothing left to show for it, and the economy lapses 
into stagnation: this is a common feature of former mining towns 
and of some countries formerly rich in minerals. Often, too, the pro¬ 
ceeds accrue to some other country; it may be foreign shareholders 
who reap the lion’s share of the proceeds of mining, and use the funds 
to improve the capital equipment of their own countries, instead 

?/ ^ e u cou . nt . r > r ° ut of whose soil the mineral is coming; or it may be 
that the mining is done by immigrants, who rush in, extract what they 
can, and emigrate when the mineral is exhausted, leaving nothing 
but an ugly mess behind. Mining can be made to create resources as 
valuable as those which are being exhausted, but this does not 
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for what was previously considered useless (bauxite and uranium 
were until recently just types of ‘stone’). It may even enable them to 
synthesize all they need from the air, building it up from atoms of 
hydrogen. In other words, it is difficult to assess just how much of a 
bad turn, if any, we do to our descendants by using up resources 
now. They may be better off, because of the knowledge and other 
capital which we are thus enabled to bequeath them in exchange; 
or alternatively they may curse us for our improvidence, just as some 
Middle Eastern and North African peoples may now feel inclined to 
curse their ancestors for destroying the forests which w’ere once there, 
and whose removal has so extended the area of the desert. 

The rate at which we use up resources is also determined by the 
cost of using resources with greater care. For example, in mining 
there are ores of varying degrees of purity. It is always possible to 
get more mineral out of a given patch of ground by taking out also the 
inferior ores. Similarly, forests can be cut more or less destructively, 
and greater or less care can be taken in replanting. Exactly the same 
applies to agriculture. In most countries it is becoming a moral law 
(sometimes even with legal sanction) that soil fertility must be con¬ 
served. This has by no means been the universal attitude. On the 
contrary, in many countries shifting cultivation is still exceedingly 
common, with its implication that it does not matter if we exhaust 
the fertility of this bit of soil because we can pass on to another bit 
next year; the case differs slightly from that of minerals if the soil is 
able to regain its fertility when left fallow, but in fact many soils 
treated in this way have lost their mineral content, and even their 
capacity to rebuild their humus supplies. In all these cases the 
natural resource could be preserved, whether absolutely or merely to 
a greater extent, at some cost. The commercial user matches this cost 
against the gain; the cost of mining the inferior ores, against their 
price; the cost of replanting the forest, or of cutting more selectively; 
the cost of measures of soil conservation. If the community does not 
accept this judgement, it has ways of inducing or of enforcing more 
careful use of resources. Inducement takes essentially the form of 
subsidizing methods which give more intensive use; such is the effect 
of the method of levying royalties on gold mines which is now use 
by the government of South Africa; or of subsidies for planting trees, 
or subsidies for bringing inferior land into cultivation, or subsidies 
for soil conservation measures. Alternatively, the law is called upon 
to enforce more careful use, by laying down standards for replanting 
or for soil conservation, and by imposing penalties or reac 


these standards. . _ . 

Behind all this lies the question, what does our generation owe to 

the future? Why should we not use what we want now, and leave 
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future generations to fend for themselves? Why should their happi¬ 
ness in the future be accounted of greater importance than our 
happiness now? For example, take the population problem. Suppose 
that a country has enough coal to supply 10,000 million man-years 
of consumption. Why is it better to have twenty million people con¬ 
suming it over 500 years rather than fifty million people consuming 
it over 200 years? Or take the case of soil conservation; if we use up 
enough of our labour now for this purpose we can bequeath the soil 
to our descendants not only in as good but also in a much better 
condition than that in which we have found it. But why should we 
incur these costs on their behalf? Or why, for that matter, do we 
make any investments now whose fruit will not be fully enjoyed in our 
own lifetimes—investments in damming rivers for hydro-electric 
power, for instance? These questions are not answerable except in 
terms of our respect for the continuity of the human race. Most of us 
have a feeling—whether it is an innate instinct or something we are 
taught cannot be said that the future of our community is important 
and that each of us in particular, and our generation in general’ 
ought to make some sacrifice of present comfort in the interest of 
generations to come. There is no means of measuring how large this 
sacrifice should be, and, correspondingly there is no objective answer 
to the question what is the right rate at which to use up resources?’ 

Each community has to decide these matters for itself in each 
generation. 


We are on firmer ground when we enquire into the relationship 
between current output and current population. The relationship 
between population and output per head is a matter of the advantages 
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the product is not exportable; and in any case, because of the greater 
risk of foreign trade, the economies of scale are more likely to be 
exploited for the domestic market than if the investor has to rely on 
disposing of the major part of his output in foreign markets. 

The industries which benefit most from a large market are the 
public utilities, and some factory industries which work with metals, 
especially in the early stages of metal production. The public utili¬ 
ties—transport, electricity, gas, water—show very marked economies 
as population grows denser, since their roadways, pipes, and trans¬ 
mission lines are then more fully utilized. The factory industries 
making consumer goods and machinery on the whole reach their 
optimum size very soon, unless they are assembly industries. It is 
mainly the factory industries processing the metal ores, and those 
making basic chemicals, which enjoy the largest economies of scale. 
All the same, most industries gain advantage from operating in a 
country which is large enough to support a range of other industries, 
even if the average factory is small, because of the extent to which 
industries depend on each other either as sources of materials, com¬ 
ponents, and services, or else as purchasers of intermediate output or 
of by-products. On the other side, the diseconomies of scale show up 
most quickly in agriculture and in mining. As population increases it 
becomes necessary to cultivate the less fertile lands, or to work the 
fertile lands more intensively, and in either case the result is diminish¬ 
ing returns. 

It follows that the population which a country can carry without 
diminishing returns depends upon whether its natural resources fit it 
to be a manufacturer of metal goods and heavy chemicals, or whether 
they fit it primarily to engage in agriculture. In the former case, it 
may continue to secure increasing returns over a considerable in¬ 
crease in population, whereas in the latter case diminishing returns 
set in much earlier. We have also the paradox that a country may be 
over-populated relatively to its agricultural resources, but under¬ 
populated relatively to its capacities for industrial development. 
Some very small countries, like Jamaica or Mauritius, face the prob¬ 
lem that their populations are much too large in relation to agricul¬ 
ture, and at the same time much too small to support a wide range of 
industrial development. 

It follows also that a country is not to be described as over- 
populated simply because it has more people than can be e rom 
its own lands. This is another sense in which the term is sometimes 
used. It would indeed be a useful sense if international tra e in oo 
were not possible, or were very costly, or if one were studying e 
problem mainly in the light of military strategy. In Western Europe 
it takes about one acre to feed one person, if we include children as 



POPULATION AND RESOURCES 


325 


one unit each, and if we take three acres of grassland as roughly 
equivalent to one acre of arable land. In the United States of America 
the standard of feeding is about the same, but the productivity of 
land is much lower, so it takes more than two acres to feed each 
person. The position of other countries is determined on the one hand 
by their standard of feeding, and on the other by productivity. A 
great deal depends upon the amount of livestock products consumed 
(meat, milk, butter, etc.), since these are very costly in terms of land. 
For example, India consumes less than two-thirds of the calories 
per head consumed in Europe, and only a fraction of the protein, 
but this is offset by the lower productivity of land; her population 
therefore feeds at the rate of about four-fifths of an acre per person. 

Given the possibility of importing food the carrying capacity of 
agricultural land ceases to be decisive in determining what the 
maximum population should be. A country may be in a position to 
increase its income by concentrating on developing other more 
valuable skills or resources, and may deliberately leave lands idle and 
import food, even though it could feed itself if it had to. A country 
which has not enough land to feed its population may yet be under¬ 
populated if it has other resources or skills such that a further increase 
in population would increase output per head. This is not to say that 
a country cannot be over-populated so long as it can engage in 
manufacturing, or in some other activity, for it is quite possible to be 
over-populated in manufacturing, as well as in agriculture, or in 
anything else, if a smaller population would show a larger output per 
head; The point of this paragraph is merely that one must take all 
activities into account when judging whether a country is over-popu¬ 
lated, and not its agricultural resources only. 

However, while it is true that the individual country is not 
necessarily over-populated merely because it cannot feed itself the 
same argument does not apply to the world as a whole. As we have 
seen, estimates of the current carrying capacity of the world lie 
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arguing that at that level the population would be large enough to 
exhaust practically all the large scale economies of the public utilities 
and manufacturing industry, while at the same time small enough to 
reduce dependence on outside food supplies to very small propor¬ 
tions. All these arguments, however, necessarily rest upon specula¬ 
tions about a most uncertain future. 

It is also necessary to make the point that even if we could establish 
that output per head would be bigger if population were say twenty 
per cent smaller, it would not follow that output per head would rise 
if that number emigrated, or if the birth rate fell. These population 
comparisons are based on the assumption of an unchanged popula¬ 
tion structure in the sense that the proportions of old and young, 
male and female, skilled and unskilled remain the same. Whereas, as 
the population changes, its structure also changes, not always for 
the better. We have already discussed the problems of transition in 
section 1(a) of this chapter. 

The remaining sense of the term over-population refers to the state 
of affairs where the population of a country is so large that if it were 
larger output would be no bigger. This is the extreme form of the 
first sense of the term. In the first sense output per person decreases 
as population increases, but total output increases; in this sense total 
output does not even increase. This extreme state of over-population 
is, alas, not unknown. It can usually be recognized from the excessive 
numbers attached to certain sectors of the economy, especially 
domestic service, petty trade, casual employments and agriculture. 
Domestic service swells because such economies adjust themselves 
to the need for each person to provide as much employment as he 
can; social prestige requires each person to have servants if he can, 
and the wealthier members of the community have to fill up their 
households with hordes of retainers who are little more than a drag 
on the purse. An extreme example of this is the island of Barbados, 
where sixteen per cent of the population is recorded by the census as 
engaged in domestic service. Petty trading shows similar extension; 
market places are crowded with stalls, in which each seller makes only 
a very few sales—selling and passing the time away in gossip being 
almost indistinguishable. Then there are the hordes of porters, 
jobbing gardeners, and others who get such casual employment as 
they can, averaging perhaps a day a week or less. In agriculture t e 
phenomenon shows itself in the smallness of the farms, t e p o 
cultivated by the average family is so small that it cannot u y 
occupy all the time of members of the family. Whether the excess o 
population shows itself mainly in agriculture, or mainly in omes ic 
service, trading and casual jobs, depends on whether agneu ^ ure ^ 
operated with wage labour or by peasants. If it is operate wi 



POPULATION AND RESOURCES 


327 

wage labour (e.g. Barbados) it will not employ more people than are 
needed for cultivation, and the surplus must then find a living outside 
agriculture. But if it is operated by peasants, the surplus lives on the 
family farms, and there may be very little surplus in other occupa¬ 
tions. The normal tendency in over-populated countries is for the 
great landowners to let their lands to peasants for rent, rather than 
to hire agricultural labourers. They get more this way, since the 
wage they would have to pay to labourers is more than is left to the 
peasants when rents have been extracted from them. 

Various attempts have been made to measure over-population in 
this extreme sense. The measurement of the rural surplus depends 
upon estimating how many gainfully occupied persons are needed in 
agriculture per acre under cultivation, given the crops, the techniques, 
and the equipment in use. Some crops are much more labour inten¬ 
sive than others; rice much more so than wheat, and sugar or tea 
much more so than maize or cocoa or rubber. The equipment also 
makes a great difference, since whereas a family with hoes is fully 
stretched with three or four acres, a family with draft animals and 
ploughs can manage ten to fifteen acres, and a family with a tractor 
irty acres or more. It has also to be remembered that labour 

Vary - W,th different operations; in some crops the maxi- 

E h [° f P Iou 8 hin g, while with others it is for 

A ' 0WS that the degree of over-population cannot be 

for ^aeh ine n™ g ^ erallzation - but must be calculated separately 
e ach locality. When such calculations are made for the less 

ricel wh e h nT° n h“ le H t , he ’ abour requirement in cereals (excluding 
^ , w ‘ th P lou 8 h and dr aft animals, ranges from about fourteen to 

2KST2* ? e r S i" 10 ? aCres under -Hivation. Detailed ca\- 

latjons for India, where there are currently about twenty-seven 

cultivati 8a, H fU V i e , mployed in agriculture for each 100 acres under 
cultivation have led to the conclusion that at least a Quarter nfthl 

to^iav’ UFa ^ populat,on is surplus to requirements. This is equivalent 

henceTeVr 6 milHon P e °P Ie Permanently uLmployed 

menf Thi^ 01 ” is . °^n referred to as ‘disguised unemplow 
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pressure to use every inch of ground; land is put under the plough 
which ought to be left in forest, or which should be left for purposes 
of soil conservation. Then there is the temptation to over-crop the 
land; to take off too many crops in one year, or to cut down on 
fallow periods. The Law of Diminishing Returns states that if there 
are too many people on too little land the marginal product of labour 

will be negative, and this, alas, is only too familiar a feature of over- 
populated countries. 

Given a population of this size the obvious policy is to develop as 
much employment as one can off the land. This is not only the obvious 
means of increasing non-agricultural output, but it may also be a 
necessary move in trying to increase soil fertility itself. If one could 
get some of the people off the land, return some land to forest, use 
some more for erosion control, and increase fallow periods, agri¬ 
cultural output would by definition increase, though not necessarily 
at once. It would also be possible to increase the size of the average 
farmer s holding, but this would not necessarily increase agricultural 
output, since yields per acre tend to be highest on the smallest 
farms; it might increase output, however, if the farmers, now better 
off, were able to save more and to invest in improving their land. It 
is not, however, by any means easy to expand non-agricultural 
employments rapidly enough to cope with the increase of population 
and as well to reduce some of the agricultural surplus. Suppose that 
the farm population is 70 per cent of the whole, and that population 
is increasing by 1£ per cent per annum. Then, if the rural surplus is to 
be reduced, non-agricultural employments must expand by more 
than 5 per cent per annum. Not many of the less developed economies 
have succeeded in industrializing rapidly enough to reduce their 
agricultural populations absolutely. Japan and the U.S.S.R. have 
managed to do this, but their rates of industrial expansion have been 
phenomenal, compared with say the U.S.A. or Germany. 

Employing more people off the land does not provide food; on 
the contrary, it increases the demand for food relatively to the supply. 
Any such policy must therefore be accompanied by a vigorous pro¬ 
gramme for increasing yields per acre, through an extensive network 
of agricultural instruction, through greater use of fertilizers, through 
multiplication and distribution of better types of seed, through 
greater conservation and distribution of water, and in all the other 
ways which Japanese experience has demonstrated to be capable of 
increasing agricultural output rapidly. But the policy also involves 
much more than this. When the standard of living is low the home 
demand for manufactured goods is small—less than fifteen per cent of 
national income, in terms of income generated in manufacture (i.e. 
excluding the value of the materials used), and even less than this in 
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terms of numbers employed. Hence if the people are to be employed 
producing manufactures there will soon come a point where more 
manufactures cannot be sold profitably on the home market, so that 
if full employment is to be attained surplus manufactures must be ex¬ 
ported. This is the common fate of all countries which are over-popu¬ 
lated relatively to their agricultural resources—Britain, Japan, Egypt, 
Germany, India or others—they can make a living for all their people 
only by exporting manufactures in return for food and raw materials. 
The development programmes of all such countries have to provide 
for making a bid for capturing foreign markets in manufactures 
(e.g. Germany, Japan), or else (like India’s ‘First Five Year Plan’) 
they have to play down industrialization, and to leave the rural 
surplus where it is. 


Capturing a larger share of the world market for manufactures is 
no easy task. The market for metal goods and engineering products 
generally increases steadily, but the market for other goods grows 
very slowly, or in some cases (e.g. textiles) contracts absolutely. 
Hence the countries which are well endowed with coal and ores can 
increase their shares of world trade in manufactures relatively easily 
if they try to. On the other hand, those over-populated countries 
which have very little coal or metallic ores can compete effectively 
only in the types of goods (textiles, leather goods, finished small wares) 
which are increasingly difficult to sell. To say this, however, is only 
to say that a country which allows its population to grow excessively 
m relation to its natural resources will have very great difficulty in 

providing full employment for its people, and in assuring them a 
reasonable standard of living. 

Is it possible, in the light of this discussion, to arrive at conclusions 
on the present degrees of under- or over-population of the various 
countries of the world? This is an extremely hazardous exercise, 
since the resources of the various countries are not known, and since 
the potentialities of what is known change with new techniques and 
new demands. However, for what it is worth we may hazard the 
ioiiowing guesses about the continental masses. Africa is under¬ 
populated in the sense that that continent still has empty cultivable 

m-ovision n? th t, sense , th . at itS present sparse population makes the 
provision of public utilities very expensive; if Africa had a larger 

population the cost per head of roads, electric power, water supplies 

^uldalso h h SP - ,talS and ,°l h , er S8rviceS WOuld fall> whiIe the Quality 
in pfctPrn Impro . ved - There are s °tne congested areas in Africa, 

So,^, a r N T la - parts of Ken ya. and in parts of the Union of 
outh Africa, but the continent as a whole, south of the Sahara U 

n :rr u ! a :i-. Latin America and ^ 

under-populated in the same sense, though the extent of thempty 
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cultivable lands is in both cases much more uncertain. At the other 
extreme, Asia is heavily over-populated, though there are parts of 
South-East Asia of which this is not true. Time may alter the value 
of the natural resources of Asia; new techniques may make her soils 
much more productive than we at present imagine possible, or great 
new mineral resources at present unsuspected may become available. 
On current knowledge, however, there is no doubt that the number 
of mouths there are to feed keeps down the standard of living of 
Asia. In between come the economies of Europe and of North 
America. These can be complementary, and should be considered 
together. Europe is not over-populated if she can get food and raw 
materials cheaply from North America, as was the case until 1939. 
Canada may be under-populated, having regard to her newly dis¬ 
covered resources. The United States is a very doubtful case, probably 
neither over- nor under-populated. The tentativeness of judgements 
relating to Europe and North America emphasizes how difficult it is 
to weigh in the balance the diseconomies of a large population with 
regard to food and raw materials on the one hand, and its economies 
in regard to manufacturing, public utilities, and other services on the 
other hand. 

(c) Occupations 

The occupational structure of the population is a function of its 
age structure, of the nature of its resources, of its size, and of real 
income per head. 

The proportion of the population which is ‘gainfully occupied’ or 
‘economically active’ in the census sense is determined partly by the 
age structure, and partly by the extent of women’s employment. 
Counting the gainfully occupied on an internationally comparable 
basis is difficult because it is not easy to know just how to classify 
farmers* wives. What the census shows has therefore always to be 
taken with reserve. However, when the figures have been adjusted to 
a nearly comparable basis, it seems that the proportion gainfully 
occupied runs from about 33 per cent to about 45 per cent, with the 
poorer countries at the lower end and the richer countries at the upper 
end. 

Age structure is important. It makes a great difference whether 
children under fifteen are twenty per cent or forty per cent of the 
population, and whether adults over sixty-five are five per cent or 
fifteen per cent. So also it matters whether the young and the old are 
at work or not. With economic growth the proportion of children in 
school grows, and the number of years of schooling. The age of 
retirement also tends to fall, because of greater use of insurance and 
pension schemes. Despite these factors however, the influence of the 
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declining proportion of children is such that, if we were to consider 
males only, the proportion of the population which is gainfully 
employed would in nearly all cases be much higher in rich than in 
poor countries. 

The proportion of women gainfully occupied depends partly upon 
the proportion of women to men in the adult population, and partly 
on the extent of women’s work within the household. These two 
factors together make an enormous difference. In the United King¬ 
dom the number of women gainfully occupied is equal to 47 per cent 
of the number of men, whereas the comparable figure for the United 
States, where the numbers of adult men and of adult women are 
nearly equal, is only 33 per cent, and the figure for Egypt, where 
women’s opportunities are very restricted, is only 17 per cent. 

The difference between the number of men and the number of 
women in the population arises out of war, migration, the fact that 
more boys are born than girls, and the fact that women live longer 
than men. In the U.K. there are 11 per cent more women than men in 
the age groups 20-64, and this is the principal reason why the ratio of 


women to men gainfully occupied is much higher there than in the 
U.S.A. (The fall in child mortality, which affects boys more than girls, 
is reducing the surplus of women.) On the other hand if we compare 
the developed countries with the under-developed, the principal 
reason for the higher ratio of women in employment is the greater 
opportunity for women to work outside the household. 

The extent of women’s employment outside the household depends 
primarily on the stage of economic development which has been 
reached. Economic growth emancipates women from the household. 
Many of the jobs which they have been doing inefficiently and with 
drudgery in the home are transferred to external establishments, 
where they are done with greater specialization and greater capital— 
transporting water to the home, grinding cereals, cooking the mid¬ 
day meal, spinning, weaving and dressmaking, teaching children, 
minding the sick, and so on. Correspondingly women are released 
trom working in the home, and transfer to working in these external 
establishments, where they do the same kind of work, or else to 
working m offices, in shops, in factories and in professions in a 
variety of jobs which were not open to them before. Hence most 
censuses which are taken on a comparable basis show the proportion 
ol women gainfully occupied outside the household increasing from 

ranfrut t0 -^ Cade Wlth economic 8 rowth - (If population is increasing 
apidly without economic expansion the reverse may happen* in 

portion a nf b C f ° r em P Io /™ ent men displace women, and the pro- 
ponion of women gainfully occupied falls. There is some evidence 

this in British West Indian censuses, but these censuses are diffi- 
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cult to interpret confidently because of changes in definitions.) The 
increase in the proportion of women gainfully occupied is not all an 
addition to output, because there is a corresponding reduction in 
work done at home. But there is no reason to doubt that it represents 
a net increase, because of the superior productivity of the work done 
in the external establishments, with greater specialization, capital and 
mechanical power. The effect in raising the status of women, and of 
increasing the opportunities open to them is also tremendous. 

The extent of women’s employment also varies very much from 
one locality to another even inside the same country. For example, in 
1939 whereas there were 52 women gainfully employed for every 100 
men in the county of Lancashire, there were only 15 women gainfully 
employed for every 100 men in South Wales. This difference is due 
in the first place to the basic industry of each community; women 
find more employment in areas which specialize in the lighter 
industries than they find in areas which specialize in heavy industries, 
in mining, in agriculture, or in other occupations which do not 
traditionally employ women. This means that in every area of the 
latter kind there is a large reservoir of potentially employable female 
labour which would come into the labour market if some enter¬ 
prising employers were to start new light industries there. In fact a 
good deal of the expansion of employment in Great Britain since 1939 
has been due to the establishment of new factories in such areas, 
creating new opportunities for female labour. This is one of the 
surest ways of adding to the national income of the less developed 
countries. In many of these countries, especially in Africa and in 
Latin America, there is a shortage of male labour, which could be 
offset by making much better use of female labour. The question is 
not so important in those countries of Asia where there is in any 
case a surplus of male labour, but even there income could be in¬ 
creased by fostering some of the industries for which women are 
specially suitable. The experience of highly industrialized countries, 
such as the United Kingdom, shows that while there is naturally a 
tendency for private industry to move into the localities where 
women’s labour is not fully utilized, private initiative works very 
slowly—or there would not be such a disparity between the figures 
quoted for Lancashire and for South Wales. This is one of the 
matters very much to be borne in mind by Departments of Labour 
and others whose concern it is to match demand and supply in the 
labour market. 

So much for the factors which determine what fraction of the 
population is gainfully occupied. Next we come to the way in which 
the gainfully occupied are distributed between different activities. 
This depends partly upon the country’s resources, and even more 
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upon the stage of economic development which it has reached. This 
branch of economic enquiry owes much to Dr. Colin Clark, whose 
famous book, The Conditions of Economic Progress , was the starting 
point of recent researches in this subject. The raw material for these 
researches is provided by population censuses, but there are diffi¬ 
culties in interpreting these censuses to which we must refer before 
proceeding further. 

The first difficulty arises out of the increasing specialization which 
occurs with economic growth. For example, at a low level of develop¬ 
ment a man may build his own house, grow food, transport it to 
market, sell it there, buy textile fibres, and make them up into clothes 
for himself. He appears in the census as a farmer. At a much later 
stage of development each of these activities is done by specialists— 
by builders, by farmers, by transport workers, by commercial agents 
and by manufacturers—so the census shows a great expansion of 
these trades, and a fall in the proportion of fanners. The census 
shows the degree of specialization, rather than the sort of work 


which is done. There is a similar difficulty in interpreting the expan¬ 
sion of trades to which household activities are transferred; as the 
housewife ceases to fetch her own water, to grind her own grain, to 
nurse her own sick, and so on, the census shows a sharp expansion 
of the numbers specializing in these trades which greatly exceeds the 
net increase in the amount of such service which the community 
actually consumes. Then there is the further difficulty that some of 
the trades which contract in the census figures contract not because 
there is a fall in the amount of work done in these trades, but simply 
because their members are more fully occupied. In the over-populated 
countries the farmers, the petty traders, the domestic servants and 
many classes of casual labour are not fully occupied. As economic 
development occurs there is a shift to the new types of employment 
which open up, and the reduction of ‘disguised unemployment* 
shows itself in a relative contraction of the trades which have been 
carrying the surplus. The moral is that the census figures only in¬ 
directly reflect the demand for services; hence when we compare the 
results of successive censuses we should strictly speak only of changes 
recorded in the numbers in different occupations, and only more 
g^eriy refer to these changes as reflecting changes in demand. 

The most striking feature which we observe when comparing cen¬ 
suses of rich with censuses of poor countries, whether it be different 

the sham V M mC d3te ’ ° r * he Same C0Untry at different dates, is 
tne sharp fall in the proportions recorded in agriculture as we nass 

from pwerty to riches. The poorest countries show seventy per cent 
r more engaged in agriculture, whereas the richest can feed them¬ 
selves twice as well with only twelve to fifteen per cent in Jg£2ta£ 
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As we have just seen, this seventy per cent or more overestimates 
the amount of farm work done—farmers at this level do much more 
than farming, there may be some ‘disguised* unemployment, and 
there are difficulties in classifying the farmers’ wives. All the same 
there are real forces on the side of demand and of supply which also 
reduce the real labour done in farming. On the side of demand there 
is the fact that the income elasticity of demand for food is less than 
unity; that is to say, as real income per head increases, the demand 
for food does not increase so rapidly. And on the side of supply there 
is the increased use of capital in agriculture which makes it possible 
for each farm worker to cultivate an increasing number of acres, and 
the increased technical knowledge which makes each acre more 
productive. What happens to the proportion required in agriculture 
depends simply on whether the demand for food per head is increas¬ 
ing faster or more slowly than is productivity per person in agricul¬ 
ture. If these two rates are the same, the proportion required in 
agriculture will be constant; whereas if for instance demand per head 
increases by 0*8 per cent per annum whereas productivity per head 
increases by 1 -3 per cent per annum, then in fifty years the proportion 
required in agriculture will fall by 22 per cent (say from 60 per cent 
to 47 per cent). The main reason why the proportion recorded in 
agriculture does fall as income per head rises is that agricultural 
productivity per person does increase faster than consumption per 
head. 

Indeed one may reverse the relationship and say that in a closed 
economy it would be one of the conditions for economic growth that 
agricultural productivity should be rising rapidly. For if productivity 
were not increasing faster than demand, agriculture would not be 
releasing the labour which was needed for expanding other industries, 
and the expansion of these industries would also be held up by the 
steady movement of the terms of trade against them (i.e. food prices 
would be rising relatively to all others). Even in an open economy it 
is very convenient to have agricultural productivity increasing, for 
without this, economic growth raises food imports, and since this 
upsets the balance of payments unless other imports can be cut or 
unless exports are growing pari passu , economic growth then becomes 
dependent upon the rate at which exports can be expanded. In addi¬ 
tion, if agricultural productivity is rising fast enough, the savings of 
the farmers, forced or voluntary, may become available to finance 
investment in other sectors of the economy. This is why the propor¬ 
tion of the population engaged in agriculture, and the rate of growth 
of agricultural productivity are two of the best indices of the extent 
and rate of economic growth. 

Nearly as spectacular as the fall in agriculture is the rise of the 
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proportion recorded in manufacturing. Here again we have to dis¬ 
count the figures, remembering that some of the rise is merely a 
transfer from unrecorded work in households to recorded work in 
factories. All the same, there is without doubt a considerable increase 
in the proportion of manufacturing activity as income per head 
grows. Census figures show as little as from five to ten per cent of the 
population in manufacturing in the poorest countries, depending 
upon whether the domestic handicraft industries have been more or 
less preserved (as in India) or whether they were destroyed at an 
early date by cheap factory imports (Ceylon). The proportion rises 
to twenty-five per cent or so in the richest countries if they do rela¬ 
tively little trade in manufactures (U.S.A.), and to as much as 
thirty-five per cent or more if they earn their living in foreign trade 
by exporting say one-third of their manufactures (U.K., Belgium). 
The proportion in manufactures rises because the demand for manu¬ 
factures increases much faster than productivity, as income grows, 
and also, in the over-populated countries, because exporting manu¬ 
factures is the only way of providing full employment and food. The 
proportion engaged in manufacturing is therefore, like the proportion 

engaged in agriculture, one of the clearest indices of the degree of 
economic growth. 


Within the sphere of manufacturing there is also considerable 
change as between the different manufacturing industries, as Dr. 
Hoffmann has shown (see Bibliographical Note to this Chapter). In the 
earliest days of economic development capital per head is small, and 
both the investment and the replacement demands for machinery are 
small. Hence consumer good production figures most in manufactur¬ 
ing employment—especially the production of clothes. In the later 

gross investment is higher—it may 
have risen say from 6 to 20 per cent of gross national income, and 
mere is a corresponding expansion of the industries producing steel 
machinery, cement and other building materials relatively to the 
consumer good industries. This change can be speeded up. It is 
theoretically possible to embark upon economic growth by going 
through a period of enormous investment, while postponing increased 

^ s ^ m . ptlo r n c un ! 11 considerable capital has been created; this was 
the basis of Soviet planning in the 1930’s. If this happens, we get 
hrst an enormous expansion of capital good industries, and only 
subsequently an expansion of consumer good industries. The main 
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run into all the economic and political results of inflation, unless it 
has a growing propensity to save. Most countries find it easier to 
begin their industrialization by expanding their consumer good 
industries, because of the difficulty they have in saving enough or 
raising enough in taxes to finance a high level of investment. 

The relative importance of consumer good and capital good 
industries depends also upon natural resources, and the possibility of 
foreign trade. The most important capital good industries are based 
upon cheap fuel and metallic ores, and countries which have not 
such fuel and ores cannot get far in building up such industries. We 
can check the importance of metals by various indices. For example, 
the Gold Coast imports most of its requirement of manufactures; 
roughly 40 per cent of its imports of manufactures (excluding 
mineral oil) consists of metallic manufactures. Or take the example 
of the United Kingdom, where 47 per cent of the people engaged in 
manufacturing are in metal making or metal using industries. Or 
the example of world trade in manufactures, of which 56 per cent 
is in metallic manufactures. Since fuel and metallic ores are not 
widely distributed, some countries must specialize in metallic 
industries to a greater extent than others. Metallic commodities 
will be imported by some and exported by others. Hence, as we 
have seen before, countries which are over-populated relatively to 
their agricultural resources are in a very bad way if they are also poor 
in fuel and minerals, since they are then compelled to specialize in 
producing for export just the kind of manufactures which each coun¬ 
try could make for itself; for example Japan, where in 1936 only 
28 per cent of the factory population was in the metal industries; 
and only 20 per cent of exports of manufactures was metallic. 

The decline of the proportion recorded in agriculture is not exactly 
offset by the increased proportion recorded in manufacture. If we 
take the richest countries, while agriculture may have declined say 
fifty-five points (say from sixty-seven to twelve per cent) manufacture 
may have grown only twenty-five points (say from five to thirty per 
cent), the remaining thirty points representing the expansion of other 
types of employment. There is usually a rapid expansion of govern¬ 
ment activity, of teaching, of medical services, of entertainments of 
various kinds, and of commerce and finance. It is an open question 
how much of this activity is to be considered a net addition to the 
national income (e.g. that part of transportation which is used for 
travelling for pleasure) and how much rather as a cost of making the 
national output available (e.g. that part of transportation which 
carries freight, or carries people to work). Some people trying to 
measure the real increase in national output would exclude most of 
these service industries. They would take indices of the output of 
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farms, mines and factories, and would make limited allowances for 

residential building, for education, for health and for entertainment, 

thus leaving out most of the increase in public administration, in 

transportation, and in commerce. We need not enter into these 

questions here, since it is not part of the purpose of this book to 

discuss how the national income should be measured (see Chapter I). 

It suffices for our present purpose to observe that as economic 

growth proceeds the census records the proportion of the population 

engaged neither in agriculture nor in manufacturing as rising from 

around twenty-five per cent or less to fifty per cent or more of the 

gainfully occupied population. Some recent distributions are shown 
below. 
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One consequence of the growth of service occupations which is 
worth noting is that the proportion of the population working for 
wages declines—at any rate in urban areas—and the proportion of 
independent persons and of employers increases. This is because the 
proportion of wage earners in services is relatively low. This result is 
exactly the opposite of what Karl Marx predicted. 

Because economic growth reduces the importance of agriculture in 
ne economy it is necessarily associated with urbanization. The 
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reducing the rural population below the eighty per cent level, for 
the simple reason that towns of 2,000 inhabitants or less do not 
permit the economies of scale to be enjoyed. If the proportion of the 
population required in agriculture drops to twelve per cent, even a 
vigorous policy of keeping in rural areas such manufacturing indus¬ 
tries as do not require much concentration can hardly prevent the 
population in towns of 2,000 and less from falling below the thirty 
per cent level. Neither can it be taken for granted that urbanization 
is undesirable. As we have seen in Chapter III, many people consider 
that it is from the towns that come all that we value most—science, 
religion, art, etc. What can be done, without much loss of production 
or of cultural values, and perhaps with considerable gain in other 
directions, is to keep down the number of towns with populations 
exceeding 100,000. It will always be necessary to have some ‘Ruhr’ 
areas, where the presence of fuel and ores together is exploited in vast 
industrial areas with large populations. The danger is that such areas 
tend to attract other industries to themselves, which could be 
developed in other places without much loss. Hence it is necessary, 
if one wishes to prevent excessive urbanization, to have some control 
over the location of industry, such that building is strictly controlled 
in areas which are considered to have reached the desirable limit of 
size. 

The speed with which urbanization occurs is a problem in all 
countries where economic growth is just beginning. In these countries 
population is usually growing fairly rapidly. There may also be 
severe under-employment in rural areas, with a tendency for people 
to drift into the towns in search of casual labour. The large towns are 
also specially attractive because they are the first to taste the fruits 
of economic growth—in the shape of cinemas, electric light, water 
supplies, transportation facilities, and so on; and they also get the 
greatest provision of social services, in the shape of health services, 
schools, subsidized housing, poor relief, and the like. It is not 
unusual, therefore, for cities to be doubling their populations in 
twenty years, even if not much economic development is occurring. 
In this situation those governments which are pursuing an active 
policy of industrialization have to decide whether they will encourage 
the establishment of factories in a few large towns, or whether the 
new factories should be dispersed as widely as possible, even in the 
countryside itself. This question raises very wide issues. There is the 
political issue; in some areas the industries must be put into the large 
towns in order to cope with the anger of the unemployed, whereas in 
other countries it is the possible disaffection of outlying provinces 
which gives more cause for concern. And there is the battle between 
those who like the way of life of large towns, and those others who 
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regard large towns as blots upon the surface of the earth. All that 
economic analysis can contribute to the dispute is the fact that there 
are some economies in concentrating factories together—up to a 
point. From which it may be concluded that from the economic 
standpoint it is better in the early stages of industrialization to con¬ 
centrate on building up a small number of well integrated industrial 
centres. When these are well established, and industrialization has 
got over its growing pains, other centres can be started in much the 


same way. 

The changes in the occupational structure which we have noted— 
from agriculture to manufacturing and other services—are effected 
by differences of remuneration. Since agriculture is declining and the 
urban occupations are increasing, there is usually a marked difference 
between incomes per head in agriculture and in industry. Some of the 
difference in money income is illusory; rural workers get some in¬ 
come in kind, pay less for many things they buy (especially food and 
living accommodation) and do not have to spend so much as the 
urban population on some other costs of living and enjoying (e.g. 
transportation). Nevertheless, when account is taken of this, it 
remains true that in countries where agriculture is declining relatively 
to other occupations, real income per head is lower in agriculture 
than it is in manufacturing. The qualification is important, for if 
economic growth occurs without an increase in agricultural pro- 

farm incomes wil1 rise relatively to industrial incomes; 
the difference between the two usually means no more than that the 
demand for food is not rising as rapidly as is agricultural productivity. 

If one lumps together all services other than agriculture and manu¬ 
facturing, one finds that income per head in other services exceeds 
income per head in manufacturing, just as the latter exceeds income 
per head in agriculture. Income per head, however, is a misleading 
aggregate. It is not the case that wage earners earn more in these 
other services than they do in manufacturing. What seems rather to 
e true is that the proportion of independent workers, of salaried 

ZZir^ nd Ski " Cd workers ' taken together, is higher in these 
l ha " U ,S , ln manufacturing. This is the group that includes 

cI a ««° Pk !i epe .u S ’ the hairdressers - the lorry owners, the professional 
sses, and others working on their own account. Its relatively high 
e»nungs are probably due mainly to its class structure. 

5>ince income per head differs in agriculture, in manufacturing 
" > t ° the ':. acti , vi . ties ' k follows that the contribution of these 

bution of iS i n< ? 1 eXaCtIy P ro P° rt *°nal to the distri- 

ranees hi t? 0C ^ pied P^^ation. Income per head in agriculture 
i_ ® between fifty per cent and seventy-five per cent of average 

me per head, with the result that even when eighty per cent of 



340 THE THEORY OF ECONOMIC GROWTH 

the population is in agriculture, the income of agriculture very rarely 
exceeds sixty per cent of the national income. (The share of agricul¬ 
ture in the national income, as calculated by the statisticians, varies 
considerably, according to whether they calculate the food consumed 
on the farms at wholesale or at retail prices.) Income per head in 
manufacturing ranges from about average income per head to 
perhaps fifty per cent more than the average, and income per head 
in other activities ranges up to twice the average. 

A very misleading conclusion has occasionally been deduced from 
these differences in average income per head. Income per head is 
lower in manufacturing than in ‘other activities’, but it does not 
follow that the way to increase real national income would be to 
bring about a swift transfer from manufacturing to retailing, to 
government service, or to the other services which show higher 
income per head. Neither would real income be raised merely by 
transferring people from agriculture to manufacturing. The transfer 
from agriculture to other occupations which occurs with economic 
growth is the result and not the cause of growth. For it to take place 
without embarrassment there must be either increasing productivity 
in agriculture, or else increasing exports of non-agricultural com¬ 
modities. If the transfer were effected without first increasing agri¬ 
cultural productivity, the result would be a shortage of agricultural 
products; this would cause a deficit in the balance of payments, or 
alternatively an increase in the cost of living which, by raising wages, 
would make it hard for the new manufacturing enterprises to pay 
their way. If labour is to be transferred from agriculture without an 
increase in productivity, it must be to industries which earn foreign 
exchange with which to purchase food, either by saving imports, or 
by increasing exports, and the profitability of this depends simply 
upon comparative costs at home and abroad (see section 2(a) of this 
chapter). 


2. INTERNATIONAL RELATIONS 
(a) International Trade 

The extent to which a country participates in international trade 
depends partly upon its resources, partly upon the barriers it places 
in the way of trade, and partly upon its stage of development. 

A country which has a wide range of natural resources fertile 
soil, a wide range of climates, and a wide range of minerals can be 
virtually self-sufficient. The best example is the United States of 
America, whose imports are only about four per cent of her national 
income, compared with the United Kingdom, whose imports are 
about twenty-five per cent, and were around thirty per cent in the 
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days before they were stringently controlled. It follows that the 
extent of foreign trade is partly a matter of the size of the country, 
or to put it the other way round, is partly a matter of where the 
political boundaries are drawn. 


In the second place the extent of foreign trade depends upon policy; 
all countries can make themselves relatively more or relatively less 
self-sufficient, as they wish. The case for and against government 
control of foreign trade has been debated continuously ever since 
political economy became a recognizable subject, four hundred 
years ago, and we need not say much on the subject here. The 
economic case for free trade rests on the advantages of international 
specialization, which are obvious to all. The economic case against 
free trade depends upon defects in the free enterprise system, which 
cause prices not to be a true index of social costs. These defects are 


particularly obvious in certain spheres. There is the tendency to over¬ 
specialization, which neglects the risks which the economy as a whole 
may bear: of shortage of supplies in war-time, of wide fluctuations 
in the terms of trade, or of the spread of epidemic diseases which 
results from monoculture. There are the economies of scale in manu¬ 
facturing, which take time to bear fruit, and which therefore justify 
special measures to protect manufacturing industry in the early days 
of industrialization. And there are the problems of unemployment, 
which give special difficulty in countries which are over-populated 
relatively to their agricultural resources, and which justify the 
development of new industries behind protective barriers. To these 
economic reasons for protection are also added political and emo¬ 
tional reasons, which cut across the economic interests of the nation 
as a whole. There is no secular trend to be observed in the extent of 
Darners to trade. If economic issues were the only ones that counted, 
nations would have fairly high tariffs in the early stages of their 
'ndustnahzation and very low tariffs as their industries were well 
established. Britain followed this pattern in the eighteenth and nine¬ 
teenth centuries, and the United States seems to be following it in 
the twentieth; whether the U.S.S.R. will also follow suit remains to 

is rash to make g enera lizations connecting tariff 
oenaviour with economic growth, since tariff behaviour is as much 
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economy. Currency difficulties may also arise as a result of inflation 

• # ), or as a result of the change in the propen¬ 

sity to import which occurs as the rate of investment is accelerated 
(Chapter V, section 2(c) ). Again, the less developed economies have 
to cope with much wider cyclical fluctuations in their foreign earnings 
than the industrial countries face, because of the wider fluctuations in 
the prices of primary products (Chapter V, section 3(c)). They 
therefore need relatively larger reserves of foreign exchange if they 
are to ride the cycle without foreign exchange restrictions. 

The ratio of foreign trade to national income is usually low in a 
primitive economy, before economic development begins, but it 
rises rapidly with development. We have already seen how important 
a role foreign trade plays in initiating economic development 
(Chapter V, section 3(6)). One consequence is that in the early 
stages of development foreign trade grows more rapidly than income. 
This is true whether we think of a single country, or of world trade 
as a whole. The individual country is self-sufficient in the early 
stages because such a large part of its production is by self-sufficient 
farmers, who handle very little money, and trade only a very small 
part of their output. This is the main reason why imports are only 
ten per cent of the national income of Nigeria, and seven per cent of 
the national income of India; we can be quite certain that these 
percentages will grow as income per head grows, and as the growth 
of internal communications links isolated regions up with the world 
economy. Much the same happens to world trade as a whole. 
Between 1870 and 1913 world production of food grew by a little 
under 2 per cent per annum, and world production of manufac¬ 
tures by a little under 4 per cent per annum. The world’s real 
income probably grew by 2\ to 3 per cent. During this period the 
volume of world trade grew by about 3£ per cent per annum. It is 
clear that the early stages of economic growth are marked by in¬ 
creased international specialization, associated with the development 
of communications, and that as a result trade grows faster than 
national income. 

The later stages are not so clear. The ratio of British imports to 
British national income increased sharply in the first three-quarters 
of the nineteenth century, but seems then not to have changed very 
much for the next sixty years, if we exclude re-exports, and allow for 
changes in the terms of trade. The United States shows rather the 
pattern of the economy with large unused resources. Her imports 
grew less rapidly than her national income, as she developed these 
resources, and are now only half as large in relation to national 
income as they were eighty years ago. Now she is reaching the limit 
of some of her mineral resources, and is becoming an ever larger 
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importer of raw materials. Some people expect her imports herein¬ 
after to grow at least as rapidly as her income; but we must wait and 
see. Two world wars have played such havoc with international trade 
that we cannot speak with any confidence of what is likely to happen 
in coming decades. Here, for what they are worth, are recent figures. 
From 1948 to 1952 world production of manufactures increased by 
27 per cent, world agricultural production by 9 per cent, and world 
trade by 34 per cent (all figures excluding the U.S.S.R.). These 
figures suggest that world trade continues to grow somewhat faster 
than world production—though part of this high rate of growth is 
due merely to recovery from low wartime levels. 

Economic growth also affects the composition of world trade both 
as to the relative importance of commodities, and as to the relative 
importance of different countries. 


It has sometimes been expected that economic development would 
diminish the importance of manufactures in world trade, relatively 
to raw materials and to foodstuffs, since it was thought that as each 
country developed it would import relatively less manufactures and 
more raw materials. This has not, however, been the case. The share 

c U ^ CtUreS * n wor ^ trac ^ e » by value, has remained constant (at 
thjrty-five to forty per cent) for the eighty years for which we have 
ne figures. Raw materials have increased their share of world trade 
continuously, but at the expense of food, the demand for which 
grows more slowly than income. World trade has developed on the 
basis that there are certain countries which import mainly food and 
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Given that the proportionate value of manufactures is constant in 
world trade, the behaviour of the volume of trade in manufactures 
relatively to the volume of trade in primary products is determined by 
the relative prices of these two. If the relative price of manufactures 
rises, its relative volume falls, and vice versa. Thus the 1930’s was a 
period when the volume of trade in manufactures was very low, and 
the 1950’s has so far been a period when this volume has been very 
large, but in each case the relative volume is explainable in terms of 
relative prices. Hence changes in relative prices play a large part in 
determining whether world trade in manufactures seems to be de¬ 
pressed or prosperous. 

Though the share of manufactures in world trade has been fairly 
constant, the composition of this trade has altered remarkably. Tex¬ 
tiles have declined in importance, and metals and engineering pro¬ 
ducts have increased in a steady trend. In 1899 textiles and clothing 
were 40 per cent of world trade in manufactures; in 1950 they were 
only 20 per cent, the proportion having declined steadily. Metallic 
products grew from 31 per cent to 56 per cent; while all other manu¬ 
factures fell slightly from 29 to 24 per cent. These changes are easy 
to understand. As industrialization spreads, countries first make their 
own clothes. This kind of manufacture can be conducted almost any¬ 
where, since the raw materials are light and easily transportable, and 
the skills required are easily learned. It is otherwise with metals. Their 
production is tied much more closely to the countries which have 
cheap fuel and ores. There is also continuous technical progress in 
engineering, so that the established countries have always some skills 
which give them an advantage over the newcomers. There is accord¬ 
ingly every reason to expect these trends to continue. Metallic manu¬ 
factures will continue to grow relatively to all others, and the 
countries which are well endowed with fuel and ores will have the 
best prospects in international trade. 

The distribution between countries of world trade in manufactures 
has also changed remarkably during the past fifty years. Comparing 
1899 with 1937, the shares of the U.S.A., Canada, and Japan have 
risen markedly, at the expense of France and of the United Kingdom. 
The Canadian gain has been almost entirely in non-ferrous metals 
and in pulp and paper. Japan has gained mainly in textiles, but has 
also competed effectively all along the line. The U.S.A. also has 
gained all along the line, principally as the result of wars. For 
example, the U.S. share rose only from 11 per cent to 12* per 
cent, from 1899 to 1913; jumped to 20 * percent as a result of the war 
but was only 19* per cent in 1937; and jumped to 29 per cent in 1950, 
again as a result of the war. Whether the U.S.A. can hold this large 
share of world trade in manufacturers must depend partly on how 
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many dollars she puts into circulation, through imports and foreign 
investment, and partly on whether the rest of the world has to depend 
on her to a greater extent for food. Foreign investment apart, the 
U.S.A. cannot be a net exporter both of primary products and of 
manufactures; which of these groups of exports will contract more 
remains to be seen. 

The decline of the British share of world trade was not in itself a 
cause for concern. A change in one country’s share means no more 
than that the exports of that country and world exports are increasing 
at different rates, and there is no reason why all countries should 
increase their exports at the same rate. The older industrial countries 
need not worry if their percentage share of world trade in manu¬ 
factures falls, provided that their absolute share remains adequate to 
enable them to have full employment at home, and to pay for all the 
imports they need. What mattered in the case of Britain was not just 
that her relative share fell (from thirty-two per cent in 1899 to twenty- 
two per cent in 1937), but that it was not adequate after 1920 to pro¬ 
vide full employment, and has not been adequate since 1930 to pay for 
all the imports desired. 


These developments call to mind the theory of economic develop¬ 
ment which some economists held in the eighteenth century. This 
was a form of the secular stagnation thesis. They argued that a 
county which becomes prominent in international trade automati¬ 
cally behaves in ways which cause it to lose its leadership in due 
course. The great demand for its exports raises its prices relatively to 
those of other countries, and so stimulates competing production 
esewhere. Capital flows into other countries partly to start there 
industnes whose potential success the pioneer has demonstrated, 
parUy to take advantage of lower wages and other prices, and partly 
because of the logistic principle: each industry in the old country 
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the old lines. More plausible is the argument that the older country 
loses by its specialization; in 1850 and onwards it develops its facilities 
(banking, marketing, training, transport, engineering, etc.) to supply 
what is wanted in 1850; then it gets into a rut, or to use a finer 
phrase, it gets carried along by the momentum of its endeavours in 
the 1850’s, and fails to adjust to the changing demands of the 1880’s. 
So when new industries come along they go to newer countries not 
yet so heavily committed elsewhere. This rut may show itself also in 
loss of technological leadership; the best brains are engaged in 
solving the problems of the old industries. Meanwhile, the brains in 
the new countries not merely catch up with or copy the old country in 
the old industries, but also forge ahead in the new industries, and 
wrest technological leadership from the old country in the trades 
which are now expanding. 

The British case fits this formula suspiciously well. Lower wages 
go a long way in accounting for the rise of the textile industry in 
Asia, and for the loss of world markets in textiles. The investment 
argument also fits well; from 1870 Britain invested an increasing part 
of her savings abroad, as much as one-half in the years just before 
1913, and this of course helped to build up competing industries 
elsewhere, especially in North America, in India, and in Japan, while 
technological progress lagged in Britain. And there was also a marked 
failure to hold an adequate share of the rapidly expanding industries, 
such as chemicals, machine tools, or electrical equipment, or to 
achieve technological leadership in these fields; a failure which may 
have stemmed from preoccupation with the well-established textile 
trades, as well as from the contempt of her ancient universities and 
their products for scientific and technological studies. On the other 
hand, two factors make one suspicious of applying such formulae to 
Britain. First, up to 1913 the British balance of payments surplus 
was growing from decade to decade, despite the slow growth of 
commodity exports. This may partly have been because the slow 
growth of exports inhibited production and therefore the growth 
of imports. But it may also have been simply that the U.K. found it 
more profitable to develop shipping, insurance and other ‘invisible’ 
income, than to push commodity exports. Secondly the formulae 
imply that Britain could not do better if she tried. There is nothing 
in organizing an export trade drive which the Germans and the 
Japanese can do and which the British could not do equally well 
if they wanted to. These things were not done for so long as trade 
came easily to Britain, but they may have to be done in the near 
future, and if they have to be done it is very doubtful that the ‘gentle¬ 
manliness’ of the British character will be allowed to stand in their 
way. Besides, since it is the United States of America which has 
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captured the largest share of world trade in expanding markets, and 
not either Japan or Germany, there may be less inhibition against 
squaring up to a richer country than there was when conscience 
suggested that poorer rivals should not be treated too severely. 

Leadership in world trade, apart from merely holding an adequate 
share, depends upon innovation. Britain led in innovation for over a 


century, but leadership in innovation (which is not the same 
thing as science or invention) has now passed elsewhere. These 
changes in leadership are inevitable, since no people has a permanent 
monopoly of intelligence or of vigour. Before the rivalry of Britain, 
Germany and the United States, based upon innovation in the pro¬ 
duction and use of metals and chemicals, there was the rivalry of 
France and Holland, for the carrying trade. Before that, leadership 
lay for a time with Spain, and so we can continue backwards, 
beyond the days of the rivalry between Rome and Carthage. It takes 
more than a simple economic model to explain why great nations 
cede their place to others. There are attitudes of mind, internal 
strains, political developments, changes in institutions, wars and 
much else in the picture. Probably the changes in international 
competitiveness merely reflect much deeper changes at home. 

Just as interesting as the successive changes of leadership between 
tfte advanced industrial countries is the failure of the less developed 
countries, with the single exception of Japan, to force their way into 
the charmed circle. This also is sometimes explained in terms of the 
impact of one country upon another. According to this theory, the 
mechanism of international trade is such that the gap between 
aeveloped and less developed countries must inevitably widen. 
m “® n ^country experiences technological innovation and becomes 
more proven ve> lts exports fall in price. These exports reach into the 
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nation upon all other nations, for these effects are very numerous. If 
one country becomes more productive, it does not necessarily sell its 
goods more cheaply; its money incomes may rise, and its terms of 
trade remain unaltered. If it does sell its goods more cheaply to other 
nations, they do not necessarily lose by specializing in other lines, and 
the impact on their economies may prove to be just what is needed to 
shake them out of stagnation. We have often seen before that an 
expansion of foreign trade is frequently what starts a stagnant country 
upon the road to economic development. All the same, it is certainly 
true that the less developed countries have great difficulty in starting 
upon industrialization because of the competition of the advanced 
industrial countries, and we must consider this problem in more 
detail. 

From the economic point of view it is not desirable for countries 
to produce manufactures for themselves if they can buy them more 
cheaply abroad. This is not, however, just a matter of comparing the 
money cost at home, with the money cost abroad, since money costs 
often bear no relationship to real costs. Neither is it a matter of 
comparing only current costs, since the whole point of development 
is that it brings down costs. One has therefore to think about the 
effects of industrialization on costs when deciding what is the right 
policy to follow. If the rate of industrialization were left exclusively 
to decisions made by private enterprise, it would nearly always be 
below the economic rate. 

Take first the difficulties presented by making a start. There are 
always initial costs to overcome, and this is one of the reasons for 
sticking to a particular line once it has started. The economies of 
specialization are economies of scale. These economies are to be 
found in most lines of production, and they always inhibit moving 
from one line to another. Thus countries which specialize in agricul¬ 
ture equip themselves with appropriate transport facilities, training 
facilities, and the like, rather than with the type of services which are 
developed by countries which specialize in manufacturing. It may 
then be the case that while a shift of resources at the margin would 
be unprofitable, a major shift, involving heavy expenditure to develop 
new lines, might in due course prove to be much more economical 
than would continuing in the original specialization. In practice these 
major shifts cannot be made quickly. If they are to be made there 
must be an act of faith, taking the country through a period, long or 
short, during which productivity in the new lines is relatively low. 
Some private entrepreneurs are willing to make such acts of faith, 
but generally speaking, they have to be made by governments, and 
to be supported by protection or subsidization of the new lines. This 
argument applies with special force to industrialization: when the 
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industrial sector first begins to grow its productivity is low; its labour 
force takes a generation or two to acquire the industrial aptitudes 
after changing over from rural life; the public utilities are not yet 
fully utilized, and make high charges for their services; the network 
of numerous firms supporting each other has not yet developed. It 
pays to see manufacturing industry through this phase if there is 
reason to expect that current high costs are only ‘growing pains’. 
This is merely an elaboration of the ‘infant industries’ argument* 
which has been accepted by practically all economists for a century 
and a half, and adopted by all countries in the early stages of their 
industrialization. England, for example, was behind Europe in 
industrial techniques up to about the year 1700. Before that time her 
greatest periods of industrial growth were three periods when she 
was borrowing techniques from the continent, by encouraging immi¬ 
gration of artisans—especially in the reigns of Edward III, Elizabeth, 
and the later Stuarts. All this was done with careful protection; it 
was not until England was well ahead of other industrial countries 
that she adopted free trade. The same pattern of protection in the 
early stages of industrialization was followed by Germany, by 
France, by the United States, and by all the other industrialized 
nations. It must, however, be remembered that the argument applies 
only in the early stages of industrialization. Once a country has 
reached a stage where it is already enjoying the economies of scale, 
this argument for protection ceases to apply. 

Besides initial cost there is also initial ignorance to be overcome 
ince this inhibits the starting of new industries even in cases where 
these industries would be successful without protection. In tlje 
dvanced industrial countries there are plenty of experienced entre- 
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hospitals, offices, prisons, etc., or for re-sale), or by subsidizing or 
protecting the industry in other ways. Japan more than any other 
country has shown how effective such leadership can be; nearly 
every industry started in that country between 1870 and 1900 was 
started on the initiative of the government, and mostly in factories 
opened and operated by the government and sold to private enter¬ 
prise when the teething troubles were past. The pioneering function 
is particularly important because of the high incidence of failure even 
in industries which eventually prove very profitable. When an inno¬ 
vation is introduced, whether it be a new machine, or a new product, 
a railway, or a new foreign market, it frequently happens that the 
pioneering firm goes bankrupt, and that the undertaking passes 
through two or three other hands before it becomes a commercial 
success. This high cost of pioneering frightens off entrepreneurs, 
especially in the less developed countries, where entrepreneurs are 
not in any case either numerous or widely experienced. The role of 
the government as a pioneer is therefore very much greater in the less 
developed than it is in the more developed countries. 

In some small countries industrialization needs not only the tem¬ 
porary protection of the home market but also the temporary 
protection of a customs union if it is to be established. Take two 
small countries A and B neither of which has a market large enough 
to enjoy the economies of scale. It is possible that if A specializes in 
certain industries and B in others, and they share markets, both will 
in due course become efficient and profitable without continued 
protection. If there is no customs union A may not be able to get its 
industries started, since it may not be able to compete right from the 
start in B’s market. So neither A nor B may get its industries. Or, 
alternatively, both A and B may start industries, each protecting its 
own market, and none of these industries will be economic. The 
customs union benefits both parties if both industrialize, each 
specializing on different industries. If only A industrializes, B gets 
no benefit unless its people are allowed to emigrate to A, in order to 
share the new employment opportunities. And, of course, if the 
industries ought never to have been started, even with a customs 
union, because they cannot be economic, then both parties lose. The 
merits and demerits of a customs union, as a means of fostering 
economic growth, have therefore to be considered very carefully in 
each case. However, there is no doubt that there are cases where 
countries now divided from each other by tariff barriers would gain, 
not by reducing their barriers altogether to all the world (in which 
case their infant industries cannot be born), but by entering into 
limited arrangements with other adjacent countries under which each 
specializes in a limited range. 
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Marketing problems, the initial cost of new lines, and ignorance, 
inhibit the industrialization of the less developed countries to a much 
greater extent today than in the nineteenth century, since the most 
advanced industrial nations now have a greater technical superiority 
over all others than was the case when they were beginning their 
industrial careers. If special measures of protection were not adopted 
in the less developed countries, the gap between them and the in¬ 
dustrial nations would continue to widen, for no better reason than 
the momentum of specialization. The case for temporary industrial 

protection, which the classical economists recognized, is now stronger 
than ever. b 


This ease applies equally in the over-populated and in the under¬ 
populated countries. Over and above what has been said so far, those 
less-developed countries which are over-populated relatively to their 
agricultural resources have an additional reason for protecting their 
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the superior competition which is met. Both Japan and Germany 
achieved their break into world trade only with the aid of government 
backed export drives. They pursued aggressive policies; flooding the 
world’s markets with their salesmen, offering extensive credits, 
cutting prices, and paying great deference to the customer’s wishes. 
Alternatively, a country may capture world trade not by competing 
in selling, but rather by inviting business men from other countries, 
who already have the marketing outlets, to come into the new 
country, to build factories, and to supply their existing markets from 
these sources. This is how England started her incursion into world 
markets, some six centuries ago. Many countries have followed her 
example, perhaps the most spectacular recent instance being Puerto 
Rico’s successful invitation to American manufacturers. Gaining a 
market is so difficult that one wins half the battle if one starts with 
entrepreneurs who already have established outlets. Besides, the 
industrial nations seem to make less fuss if they lose markets through 
the emigration of their own business men and their capital than if 
they lose markets in other ways. It is the less developed countries 
which tend to resist the idea of building themselves up in this way 
(see Chapter V, section 2(c)). 

One of the difficulties these less developed countries have is that 
of keeping their wages at a level which enables them to compete in 
world markets. If industry is producing only for the home market it 
can be kept alive by protection even though its prices exceed those of 
other countries, but an over-populated country seeking a share of 
world markets is not much helped by protection at home, since, if it 
cannot produce at prices which hold its own home markets its 
chance of capturing other markets is small. This difficulty arises 
from the difference between money costs and real costs, to which we 
have already referred. Given that there is surplus labour, the real 
cost of using labour in manufacturing industry is negligible, but the 
money cost is substantial. Wages in manufacturing have to be kept 
above the average level of peasant earnings, in order to attract and 
hold labour in the towns, where also the cost of living is higher. On 
top of this there are the trade unions, which tend to specialize in 
organizing industrial labour, and which tend constantly to be raising 
the level of money wages. Given the level of money wages, it is very 
often the case (is currently the case in Jamaica, for example), that a 
country which ought to industrialize cannot do so because its money 
costs of production are too high. The remedy for this is either to 
subsidize production, or to devalue the currency. Open subsidization 
is resented by industrial competitors; hence most industrial countries 
confine themselves to the less obvious kinds of assistance, such as e 
leasing of factories at less than commercial rents, exemption trom 
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rates and taxes, low charges for electric power, or water or trans- 
portation, and the like. This is not always enough, so the start of an 
export drive may be marked, as in Japan, by a devaluation of the 
currency. The less-developed countries are better placed for devalua¬ 
tion than the more developed, since it has only a small effect on their 
‘ C ™ s ° f tr . ade (because the prices in terms of foreign currency of 
^ h y ™ port and of the Primary products they export are not 

l d ^ dc , valuatlon )> and smce their external debts and assets are 
usually valued in any case in foreign currency. What makes devalua- 

tion of more doubtful utility is its effect on the cost of living and 

therefore possibly on money wages. It is of no use devaluing the 
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the subsidies, the attractions offered to incoming manufacturers, the 
devaluations, the low wages, the tax exemptions—and they make a 
great point of the fact that these trade drives have to have govern¬ 
ment backing behind them. But the newcomers have an unanswerable 
defence; since they buy as much as they sell, they need not be reduc¬ 
ing anyone else's market. If their extra demand lor primary products 
calls forth extra supplies, the ability of the older industrial countries 
to exchange their manufactures against primary products is unim¬ 
paired. The industrialization of new countries causes difficulty to the 
old ones only if world production of primary products is not expand¬ 
ing pari passu. This is a problem of the balance of the world economy 
as a whole. Clearly the responsibility for expanding the supply of 
primary products rests chiefly upon those countries which have the 
resources—above all on the sparsely populated continents of North 
and South America, Australia, and Africa. If these countries both 


exclude immigrants and fail to develop their primary resources, so 
as to be able to supply the rest of the world with the surpluses they 
need, the blame (if any) will rest chiefly upon them. 

We are thus brought back to the point we made before—the 
maintenance of equilibrium in world trade depends upon a balanced 


grow th of manufactures, of raw materials and of food in the world as 
a whole. In the half-century before 1929, when world production of 
manufactures was growing by about 4 per cent per annum, the 
terms of trade remained constant if world production of raw 
materials grew by about 3J per cent, and world production of food 
by 2 per cent per annum. We do not know whether this relation¬ 
ship still holds, but there is no reason why it should have changed 
drastically. There may be greater changes in the rates of growth. 
Actually, the industrialization of the less developed countries makes 
much less difference to these rates than is normally feared. Thus, no 
conceivable change in the rate of growth of industry in Asia can 
make as much difference to the growth of world manufacturing 
production as can be made by a comparatively small change in t e 
rate of growth of industry in the United States of America. For 
example, if the United States learns to control her slumps, the 
resulting increase in her average rate of growth may put muc grea cr 
pressure on world supplies of primary products than i 11 ia 
industry now grows by ten per cent per annum. Similarly sincei Asia 

and Africa together consume much less than ha,f of * ti _ 
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supply as a whole. If a shortage of primary products occurs in the 
next two or three decades it will be primarily because of rapid 
expansion of the already large demand in Europe and the Americas, 
and not because of anything that can happen to the relatively smali 
demands ot Africa or Asia, whether in terms of population growth or 
of industrialization. 


There is currently much fear that the balanced growth achieved 
before 1929 will not now be resumed. World industrial production, 
it is thought, may now grow faster than four per cent per annum, on 
the average, both because the industrial countries control their 
slumps, and also because other countries push their industrialization. 
This depends upon the growth of raw material production, without 
which it cannot occur. However, raw material production is mostly 
undertaken on a commercial basis, so apart from shortages of par¬ 
ticular minerals, there is no reason why it should fail to respond to the 
growth of demand. 


The prospect for food production is much more doubtful. The two 
per cent per annum increase which occurred up to 1929 resulted 
partly from settling new lands in the Americas and in Australasia 
Since new settlement has slowed down, maintaining this rate of 
growth of output will depend to a greater extent upon increasing 
jaelds per acre. There is no reason to doubt that yields per acre could 

34 6 a PP r °P riate rates in Asia and in Africa for two or 

three decades, just because current yields are so low; but there are 

great political and educational obstacles in the way of achieving in 
most of these countries the sort of results which were achieved in 
Japan, so we cannot be confident that world food production will 
increase during the next two or three decades at the desired rates Nnr 
everyone shares these fears. Some believe, on the contrary that ^ 
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world may become increasingly dependent upon the United States 
to make up its deficits. The United States may not always be in a 
position to export food, if her population continues to grow at its 
present high rate; but for the time being—i.e. for the next quarter of 
a century or more—she can make up the world’s deficits if it pays her 
to do so. 

There are two reasons why it would be embarrassing to be 
dependent upon the United States for food; first the effects on the 
terms of trade, and secondly the effects on the demand for dollars 
and their supply. Such dependence would move the terms of trade 
sharply against other industrial countries. The great superiority of 
the United States lies in her productivity in manufacturing rather 
than in agriculture. Hence if the United States is to export food, she 
requires to be paid a price which is very high in terms of manufac¬ 
tures. The other industrial countries then find that they have to 
export a tremendous amount in order to pay for the food they need. 
At the same time, the United States has only a small propensity to 
import manufactures. If she is to export more food, she will not 
import more manufactures, but must balance her accounts instead 
by exporting less manufactures. Hence the share of manufactures in 
world trade diminishes. Since U.S. manufactures are very competitive 
in world trade, it is a struggle to diminish their share, and this 
struggle reveals itself as a dollar gap. This gap is then a sign that 
other nations are trying to continue to buy both American food and 
American manufactures when they ought instead to buy relatively 
less manufactures from the United States and relatively more from 


other countries. 

The post-war dollar gap is exactly of this nature. Because of the 
effect of the second world war in diminishing industrial production in 
Germany and Japan, and agricultural production in Europe an 
Asia, the world became much more dependent on the United States 
simultaneously for food, raw materials and manufactures. The dollar 
gap will disappear only as this dependence is reduced. Before 
the rest of the world had become independent of the: Umted &tate 
for food. The United States was a net importer of food, inw win 
happen again if food production grows fast enough in t e res o 
world. But if food production does not grow fast enough, food w 
be expensive relatively to manufactures, and industrial coun nes 
face a struggle to reduce the share of United States manufactures in 
the world’s markets. How fierce this struggle is depends mainlyo 
how rapidly prices adjust to the situation. The existence of a dollar 

‘gap’ merely signifies that the United States is chargi g of 

her exports of manufactures or paying too httle for h ? are 
primary products. The gap disappears automatically as prices 
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adjusted, but it takes time for prices to adjust. 

In sum, it is impossible to prophesy what will happen to world 

trade. Since some countries of the world cannot feed themselves, the 

division of the world into net importers of primary products and net 

exporters of primary products must continue, and must even intensify 

as some of the over-populated countries develop and come on to the 

market in a big way (India, Italy, China, Java, and perhaps the 

U.S.S.R.). These countries can be expected, as their industry grows, 

to generate an ever-increasing demand for food and raw materials. 

It will be largely a question of relative prices and supplies that will 

determine which other countries are net importers or net exporters 

of primary products. The United States has crossed the line twice 

(from net exporter to net importer and back again) and there can be 

no certainty on which side she will stay. We may take it for granted 

that world trade will continue to grow, while remaining agnostic as 

to which countries will be prominent in supplying the primary 

products, or as to what prices will have to be paid to call forth 
adequate supplies. 


(b) Migration 

The causes of international migration are numerous, and are 
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Europeans, Chinese and Indians were leaving their countries perm¬ 
anently every year, was based primarily upon this hope that better 
things lay upon the other side of the water. 

Emigration is linked to the theory of economic growth by the 
doctrine of inevitable over-population. According to this doctrine, 
any nation which has the good fortune to find some means of raising 
its standard of living—e.g. an opportunity for foreign trade, or some 
new agricultural technique, such as irrigation, or better seeds, or new 
rotations—or some means of lowering its death rate—such as im¬ 
provements in water supply or in public sanitation—must inevitably 
be brought low again by the growth of its population. Hence any 
nation which experiences economic growth ultimately ‘bursts at the 
seams’, and has to find new lands for its people. This has happened 
often enough in history: the classical case is the foundation of the 
Greek colonies between 750 and 550 B.C.: while in the recent past 
much the same can be seen in the emigrations from Ireland, from 
Britain, from India, from Italy, from China and from Japan. Para¬ 
doxically, the same line of argument leads to the conclusion that 
emigration affords no real relief from over-population. For if 
population breeds to the limit of subsistence, the gap created 
temporarily by emigration is soon filled up again. There may have 
been cases where this was true. All the same, as we have already seen, 
explosive population growth is not inevitable—or if it used to be 
inevitable it is no longer so. Man has learnt to practise birth control 
as effectively as death control, and anything may happen in the future. 

Besides, as we have also seen, emigration is not the only remedy 
for over-population, in the sense of carrying a larger population than 
the domestic soil can feed. An alternative remedy is to participate 
in foreign trade: developing manufacturing industries, or shipping, 
insurance, tourism, a film industry or other sources of foreign 
exchange with which to purchase food. This may not stop the coun¬ 
try from being over-populated in the sense that its citizens could earn 
more elsewhere—it was profitable for British factory workers to 
migrate to do farm work in New Zealand—but it can stop over¬ 
population in the sense that the people cannot be fed adequately 
(e.g. the current situation in India and in China). Even here, however, 
we cannot escape the secular stagnation theorists. As we have seen, 
they argue that the development of an export trade in manufactures 
can be only a temporary relief from over-population, since the neces¬ 
sary share of trade cannot be held; forces come into play which cause 
the country to lose its place in the market (see section 2(a) above;. 
Hence they argue that the inevitable end of economic success is ove - 
population and migration. There is no denying that such things have 
happened; one resists only the word ‘inevitable . 
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Sometimes the over-populated country is anxious to facilitate 
emigration, but this is not always so. Some tribes have sold some of 
their members into slavery. In other places, such as China and India, 
governments have given facilities to recruiting agents from other 
countries who come to take labour away on contracts of indenture 
not always far removed from temporary slavery. The United King¬ 
dom has encouraged its own emigration, its efforts ranging from the 
transplantation of convicts and of rebels in the seventeenth, eight¬ 
eenth and nineteenth centuries, to the subsidization of passages to 
the Dominions in the twentieth century. 

Emigration raises problems for the country which is losing people. 
There is not only the question of protecting the emigrants, from fraud 
by recruiting agents, from the dangers of overcrowded or unsea¬ 
worthy shipping, from mistreatment by employers in the countries 
to which they emigrate, or from racial or religious persecution. These 
problems are formidable enough, and dissatisfaction has on several 
occasions caused the Indian government to ban further emigration 
to countries where it thought its people were unfairly treated. The 
problem of allegiance is one of the most difficult here. Some of the 
countries which receive immigrants are anxious to assimilate them, 
so as to have as few minority problems as possible. Thus they refuse 
to recognize the language of the immigrants in their-schools, or in 
their courts; the children of the immigrants are to be as like other 
native children as possible. This is the basis of the immigration 
policy of the United States. Britain pursued the same policy towards 
her continental immigrants in the sixteenth and seventeenth centuries; 
the law required them to take native Englishmen as apprentices, and 
administrative practice discouraged them from congregating or from 
resisting assimilation in other ways. These policies are opposed by 
those immigrants who would like to keep their own separate culture 
* a , nguage aI ! ve in the new country, and by the unwillingness of 
Chin? 1 ™ 6 en ; ,gra "^. for example, to give up their allegiance to 
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rearing and educating them, only to lose them when they reach 
working age. As the young leave, the proportion of older people and 
dependants in the population rises, and the burden on people of 
working age is correspondingly larger. On the other hand, there is no 
burden if the emigrants send back remittances to support those whom 
they have left behind, and such remittances are sometimes a large and 
welcome item in the balance of payments of countries which are 
losing people. The sexes are also unbalanced, since more men emi¬ 
grate than women; in Barbados in the nineteen twenties there were 
nearly twice as many adult women as men in the population, as a 
result of heavy emigration. There is also frequently great reluctance 
to lose skilled people, especially if it is feared that they will start com¬ 
peting industries in new countries to the disadvantage of the old 
country; many countries, for example eighteenth century Britain, have 
tried to prevent emigration of skilled artisans for this sort of reason. 

When we turn to the attitude of the receiving countries it is as 
varied as the attitude of the countries losing population, and is 
governed by the same mixture of economic, political, racial and 
religious motives. 

On the economic side, nearly all countries welcome skilled immi¬ 
grants, especially if they are able to start new industries. The welcome 
is the greater if the new immigrants desire complete assimilation, 
since most countries are suspicious of foreign groups within them¬ 
selves. And also if the immigrants will undertake to teach their skills 
to native apprentices. Indeed, English legislation of 1484, repeated 
in 1523, forbade the immigrant to have foreign apprentices, other 
than his own children. There is greater difficulty if the skills are not 
new, especially if the immigrants are nearly all specialists in the same 
trade. Immigration of a large group of doctors or of miners is likely 
to arouse more resistance than immigration of a group with a wide 
range of skills. Immigration of foreign business men raises the same 
sort of problems. Many countries insist that they must employ 
natives. Some wish to confine them to new industries, and make rules 
to prevent them from competing with small traders at home. 
Business men who bring new industries, such as new factories, are 
almost certain of some sort of welcome, on terms, whereas business 
men who merely compete with native traders, like Syrians in West 
Africa, or Chinese grocers in the West Indies, are liable to meet with 
hostility. 

The immigration of people with special qualifications is, however, 
a minor political issue compared with mass immigration of the un¬ 
skilled. Mass immigration is welcome only in very restricted circum¬ 
stances. A country may welcome it if there is much empty land, and 
if it is thought that a larger population would enjoy economies of 
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scale; thus the door was kept open into the United States for so long 
as the frontier was open; but as soon as there was no more vacant 
land the opposition to immigration grew until it could no longer be 
resisted. Or immigration may be welcomed for political reasons; 
Australia is taking immigrants not because of economic considera¬ 
tions, but primarily as a defensive measure against Asia. Israel con¬ 
tinues to receive immigrants in spite of economic considerations, 
because she feels it her duty to accept all Jews who live under the 
shadow of persecution. Desire to offer a home to people fleeing from 
persecution has played quite a large part in the immigration policies 
of several nations, such as Britain and the United States. 

As far as economic considerations go, there may well be a clash 
between wage earners on the one hand, and capitalists and landlords 
on the other. If there are economies of scale, all classes of the popula¬ 
tion stand to gain from immigration, but even in this case the gain 
may accrue chiefly to capitalists and landlords. Mass immigration 
keeps wages down, near to the wages of the countries from which 
people are coming, and pushes up rents and profits. Landlords and 
capitalists may be willing to push their interest to the point of im¬ 
porting slaves (see Chapter III, section 4(b) ), or of bringing in labour 
on indenture from India or China. This in due course produces the 
social problems of a mixed society, but capitalists and landlords are 
seldom deterred by this. The native peasants or wage earners may 
tolerate the newcomers so long as there is plenty of land, or so long as 
new industries are being created as fast as the immigrants arrive. 
But they sooner or later organize resistance to mass immigration, and, 
given the vote, they sooner or later succeed in cutting it off*. 

There is also sometimes quite a fuss about immigrants* remittances, 
which may indeed be an awkward problem if exports are tending to 
Jag behind internal growth. Usually, however, immigrants’ remit- 
ances are a minor item in the balance of payments, and are made into 
a political issue only as a part of a general campaign against further 

immigration. 


the country is fiIIed U P b y Emigrants depends, among 
other things on the sex distribution of the immigrants. If only men 
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a balance of the sexes. This is why countries which assist immigration 
are usually careful nowadays to assist immigration of women as well 
as of men. In any case, in these days when the range of women’s 
occupations is much wider than it used to be, women are welcome in 
their own right as gainfully occupied workers, as well as for their 
services as wives and mothers. 

Given a favourable attitude towards mass immigration, the rate at 
which the immigrants can be absorbed depends on many factors. 
Race, religion and culture determine the rate at which they can be 
assimilated, and some countries (e.g. the United States, Australia) 
give great weight to these factors in deciding whom to admit, and in 
what numbers. On the economic side, the immigrants need houses, 
land or jobs, and cannot be absorbed faster than these can be pro¬ 
vided. Their provision requires capital. Some of the immigrants 
bring their own capital, or it may be possible for the country to 
borrow abroad. If no capital is available from abroad, the rate of 
immigration is limited by the rate of domestic saving, and by the 
acute balance of payments deficit which would emerge if domestic 
investment exceeded domestic saving. Even if finance is available, 
physical factors may limit the rate of capital formation. As we have 
already seen (Chapter V, section 1) fifty to sixty per cent of capital 
investment consists of work in building and construction, hence in¬ 
vestment is limited by the capacity of the building industry. It is of 
course always possible to expand this industry, if care and thought 
are given to the matter, but it is surprising how frequently investment 
plans are frustrated merely by failure to ensure that the building in¬ 
dustry can cope with the work which will be required of it. Bearing 
in mind these financial and physical limitations, it is not strange that 
even the biggest immigrations of the past century have seldom exceed¬ 
ed one or two per cent per annum of the population in the countries 
receiving the inflow. 

Immigrants have usually a hard time when first they arrive, and 
some proportion always return home. The willingness of immigrants 
to come and to remain depends to some extent upon the preparations 
made to receive them. Will they find houses waiting for them, or be 
lodged in barracks or tents, or be left to fend for themselves? Will 
jobs be found for them on arrival, or will they have to tramp the 
streets, exhausting their meagre savings? If they are expected to work 
on the land, will the land be ready, or will they have to cut the forest 
for themselves? Will it be accessible, and have water near at hand, or 
must they cut their own roads and dig their own wells? And how are 
they to live until the first crop comes, or to find money for fertilizers, 
livestock, or other capital? Settling people on the land has proved 
particularly difficult. Some governments have taken to spending large 
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sums to make the land ready, and to lending the settlers the very 
large sums required for housing and for working capital. Alternative¬ 
ly, it has proved convenient, for example in Sumatra, for immigrant 
settlers to spend their first season living with other farmers, and 
working for wages, so as to acquire some knowledge of the country, 
some savings, and also friends. Since only a small proportion of 
emigrants are skilled farmers it is probably very desirable, as Gibbon 
Wakefield suggested, that they should go first of all into jobs, whether 
in towns or on farms, before they take on the responsibility of running 
farms of their own. 

International migration produces its greatest problems when it 
brings together two peoples of different race, religion, or culture. In 
the past the effect of migration has often been to wipe out the 
aboriginal inhabitants of the country, wholly or in part. Often 
enough they are decimated simply by the strange diseases which the 
newcomers bring with them, to which their bodies have not built up 
resistance—though there are also cases where this works in reverse, 
just as the coastal peoples of West Africa were protected against 
invasion from the north by the tsetse fly, which killed off the Muslims’ 
horses, and protected from immigration from the sea by the mos¬ 
quito which made the Europeans die of malaria and of yellow fever. 
Disease apart, the indigenous people may be wiped out by being en¬ 
slaved, by being driven from their lands, or by other treatment they 
receive—just as the Celts withered before the Anglo-Saxons, the 
Hottentots before the Zulus, the Red Indians before the Americans, 
or the Maoris before the New Zealanders. Much depends on how 
strong is the culture of the invaded, compared with that of the in¬ 
vaders. Sometimes it is the conquered who assimilate their con¬ 
querors, as Islam assimilated the Turks, or the Chinese the Mongols. 

If two cultures are sharing the same country, it is seldom that they 
have equal competitive power. Jews and Arabs, Malays and Chinese, 
Indians and Africans, Boers and English, Indians and Burmans, 
English and French Canadians, Ibos and Muslims—the pattern is 
repeated over and over again. These differences are sometimes attri¬ 
buted to race, not with much plausibility, if race is taken in a biolo¬ 
gical sense, considering how little we know about the biology of race. 
Ehey are also frequently attributed to religion, but we have already 
seen how implausible this is as well (Chapter III, section 4(a)). (After 
all, the Boers are Calvinists, and there used to be a theory that Cal- 
virnsm is the religion most likely to inspire dynamic business be- 
naviour.) The principal explanation is much more probably to be 

*™ nd * he Psychology of immigration. Immigrants are a selective 
group to begin with: they have moved in order to better themselves, 
and they are that sort of person. The migration itself sharpens their 
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wits, bringing them into contact with a new environment, and sharp¬ 
ening their critical faculties (criticizing everything for being different 
is the first reaction of nearly every immigrant). They naturally tend 
to look down upon the natives, and to wish to show that they can do 
as well or better. In some cases, also, the members of immigrant com¬ 
munities go out of their way to help each other; to find each other jobs 
or to lend each other money; with the result that the community as 
a whole prospers relatively to the native community, which is not so 
particular to reserve its opportunities for itself. These attitudes change 
after the migration has faded into memory; third or fourth genera¬ 
tion immigrants may be hardly distinguishable from earlier stocks 
(e.g. Indians in Ceylon), and if members of another race begin to 
arrive, they in their turn may look down upon their predecessors as 
an idle lot. 

If members of two races are to share the same country without 
friction, race must not be a factor of economic significance. That is to 
say, members of the two races must be found in all social classes, at 
all levels of income, in all occupations; and their competitive power 
must be equal. This is first of all a matter of education; the same 
amount per head must be spent on educating their children, if 
possible in the same schools. Then there are such questions as the 
ownership of land; the tendency for some immigrant communities to 
specialize in and ‘monopolize’ retail trade; the relative degrees of 
urbanization; and so on. If the races start unequal in these matters— 
for example, if the immigrants are much better educated than the 
natives, or have much more experience of business—equality can be 
achieved only by taxing them severely in order to pay for education 
and other equalizing policies. In fact, living together on equal terms 
requires a degree of toleration which is seldom found except when it 
is imposed. The great virtue of the best imperial regimes—the 
Roman Empire, the Austro-Hungarian Empire, the Ottoman 
Empire and the British Empire—was their ability to have members 
of different races living side by side with minimum friction. Their 
secret was, as often as not, an impartiality born of the contempt of 
the imperial race for the minorities, tempered with a liberal willing¬ 
ness to let each go about his own business, and to keep the peace 
between them. 

On the other hand, imperial regimes are seen at their worst where 
the government is in the hands of a few members of the imperial 
race, who are themselves trying to earn a living in competition with 
the much larger body of native peoples. There is then a strong temp¬ 
tation to drive the natives off their lands, in order to make way for 
imperial settlers; to force them to work in mines or plantations or in 
domestic service, either in slavery, or under the compulsion of taxa- 
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tion or other economic force; and to establish racial barriers in em¬ 
ployment so as to ensure that the most profitable jobs and trades are 
reserved to members of the imperial race. No race is fit to govern 
another, where its own economic interest precludes impartiality. 

The great migration of European peoples in the nineteenth century 
to the Americas and to Australasia did not raise these problems 
acutely, because the native races in those continents were not 
numerous, in relation to the empty spaces, and were too weak to 
offer much resistance. It was otherwise with the migration of Euro¬ 
peans to Asia and to Africa, or the migration of Japanese, Indians 
and Chinese to other Asian countries, or to Africa, Australia, or 
America. If one were to take a world viewpoint today, the migrations 
most obviously necessary are of Indians, Javanese, Chinese and 
Japanese into the Outer Indonesian islands, into Africa, into 
Australia, and into the Americas. There is, however, no such thing 
as a world viewpoint. None of these receiving countries would wel¬ 
come such migration, because of the racial problems it entails. In 
addition, in the Americas and in Australia it would entail a consider¬ 
able lowering of the standard of living of those who are already there, 
if it were done on a really significant scale. One defence which the 
European peoples sometimes offer is that the Indians and the Chinese 
have no business to be multiplying so rapidly, and have no business 
to expect other countries to take the consequences of their improvi¬ 
dent fertility. But, in truth, the rate of natural increase is higher in the 

mericas and in Australia than it is in India or in China, and even if 
Indians and Chinese had birth rates of ten per thousand there would 
still be the same resistance to admitting them in mass immigration, 
on racial and on economic grounds. 

The future of this problem cannot now be foreseen. Peoples who 

have felt themselves cramped for space have always moved, seeking 

to conquer those whose lands they coveted. Japan has already 

launched two aggressive wars for this purpose, and there is no 

obvious reason why India and China will not one day do the same 

It would be pleasant to be able to think that economic growth is 

necessarily a harmonizing process, which makes it easier for men to 

hve together without friction, but this is not at all the case. On the 

contrary, it has been argued by many different schools that economic 

development issues inevitably in imperialism and in war, and to this 
problem we now turn. 

(c) Imperialism 

noh!iL? USeS of im P erialism are no‘ entirely economic, but even the 

“weTst^ en :' rCly „ UnrC J a,ed t0 the Sta ^ e °f economic 
growth. We first examine the alleged economic causes, then glance 
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at the political causes, and then turn to the effects of imperialism 
both upon the subject and upon the imperial nations. This is an 
enormous problem, only marginally related to economic analysis, 
and we can touch it only very briefly. 

First of all, some nations are driven to imperialism and war be¬ 
cause they want more or better lands upon which to settle their 
peoples. We have seen that this may be one of the consequences of 
economic growth. The first result of economic growth is that popula¬ 
tion begins to grow, and it is quite possible that it will grow beyond 
the country’s capacity to feed itself. The alternative remedies are 
then migration, or developing an export trade in manufactures, or 
levying tribute upon some other country, and any of these three may 
lead to war. 

Migration may lead to war because other countries refuse to accept 
immigrants, or because they treat them badly, or because the immi¬ 
grants want to dispossess the natives, driving them off their lands, or 
depriving them of political power, or even wiping them out altogether. 
Dispossessing weaker peoples of their lands is the favourite method 
by which the economically stronger nations solve their population 
problems. Levying tribute is a related method, and this also takes 
many forms. It does not always pay to wipe out the conquered 
peoples. They may be enslaved, and made to work for their con¬ 
querors in mines or plantations, as serfs or as slaves. They may be 
converted into tenants of their own lands, and made to pay rents and 
taxes equivalent to fifty per cent of their production or more. Man’s 
propensity to exploit his fellow man is virtually unlimited. 

Given this propensity to exploit, it is obvious that imperialism need 
not derive from economic necessity. It may be population growth and 
fear of famine which is driving one nation to conquer another, but it 
may not. The attacker may equally well be the less populous nation, 
looking out for human cattle to milk. Similarly, it is not always the 
more developed nations who fall upon the less developed. It may 
equally well be the barbarians who are brought by envy to pillage 
a rich and peaceful civilization. The history of the Eurasian continent 
from about 4,000 B.C. when the great city civilizations began, shows 
frequent eruptions of the nomadic equestrian peoples from their 
grasslands to plunder the richer agrarian settlers. These periodic 
onslaughts of the nomads did not end until modern times, when 
technological development gave the decisive military advantage to 
the city civilizations. Similar tension continued in Africa, in the 
Western Sudan, right up to the end of the nineteenth century. If 
economic growth tempts a nation to exercise its strength at others’ 
expense, it has as often exposed peaceful nations to the temptation 
which others feel to soak the rich. 
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The third remedy for over-population, apart from migration and 
levying tribute, is to develop an export trade in manufactures, to 
specialize in the carrying trade, or to export service in other forms. 
In a liberal world this could be done without war, but this is not a 
liberal world. Other nations may not want to buy manufactures, or 
may insist on protecting their own shipping services, so war may be 
made to force illiberal nations to trade. This was one of the excuses 
which other European nations made in the sixteenth and seventeenth 
centuries for fighting Spain in Latin America; it underlay relations 
between Europe, China and Japan in the nineteenth century, and was 
one reason why every European nation wanted to have its own piece 
of Africa. A ‘liberal’ war may be made to open up trade, or an 
‘illiberal’ war to ensure some special favours in trade. One of the uses 
of empire is to force the subject peoples to buy imperial produce at 
high prices, and to sell their produce to the metropolitan country for 
lower prices than they could get elsewhere. The British Empire 
abandoned this practice between 1846 and 1919, but in doing so it 
was acting very exceptionally. Any country which has to live by ship¬ 
ping or by exporting manufactures is almost certain to be driven to 
war, whether liberal’ or ‘illiberal’ war. Germany and Japan are only 
the most recent examples; no doubt there are more to follow, unless 

the world can create new political institutions which eliminate 
war. 


The search for markets, the drive for foreign currency, and the 
search for sources of food and raw materials are all aspects of the 
same phenomenon. This must not be confused with the argument 
that a manufacturing nation must seek for external outlets because 
it cannot consume its own production. We must distinguish between 
exporting in order to bring in imports, and exporting in order to 
sustain a gap between consumption and production. A manufac- 
uring nation may seek outlets for manufactures in order to be able 
to import food. This is virtually inevitable if it has a larger popula- 
ion than the nation’s soil can feed. Or it may seek exports because it 
is a small country and cannot enjoy the economies of large scale pro- 
ducuon unless it specializes in a few lines, produces more of each of 
tnese than it needs at home, and exports the difference. These exports 
also are matched by imports, which may equally be of manufactures 
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market. If there were such a net deficiency, the imports which match 
the exports could not be absorbed. 

The argument that an advanced industrial nation has to export 
capital because of a net deficiency of home demand takes us back to 
the secular stagnation thesis which we examined in Chapter V, 
section 3 (d). If saving is rising faster than consumption, and if invest¬ 
ment is governed mainly by consumption, the investment opportu¬ 
nities available at home may not be enough to absorb all the savings 
available, or at any rate to absorb these savings at what is considered 
to be a reasonable rate of return. As we have seen, most economists 
have expected the profitability of capital to fall in the ‘later’ stages of 
economic development, as a result of the accumulation of capital. 
We have also seen that there is nothing inevitable in this process, if 
an adequate flow of new inventions is being maintained, since this 
keeps up the demand for capital. The rate of investment does not 
inevitably tend to fall as economic development proceeds. On the 
other hand, we have also seen very many reasons why some foreign 
investment may prove profitable (Chapter V, section 2(c) ), including 
also many reasons why leadership in international trade may pass 
from one nation to another (this chapter, section 2(a )). Conse¬ 
quently, though it is not inevitable that the more developed economies 
find it profitable to make some investments in the less developed, it is 
not surprising that they do. 

It does not follow that a nation must embark upon imperialism 
and war because it wishes to embark upon foreign investment. The 
greater part of foreign investment is not, in fact, done in colonies; 
among the greatest borrowers have been the United States, Canada, 
Australia and Argentina—in all cases when their governments were 
fully sovereign. Foreign investment need not provoke war, but it may 
do so if the country in which the foreigners wish to invest is reluctant 
to grant concessions for the purpose, or discriminates between 
lenders, or tries to repudiate its obligations. Any such action may 
lead to a ‘liberal’ war, designed to maintain the open door, equality of 
treatment, and respect for contracts. The less developed countries are 
quite prone to find themselves engaged in such wars, since they are 
often suspicious of foreigners, or reluctant to grant concessions, or 
lax in meeting their obligations; Egypt is perhaps the classical case. 
Whereas lending between two countries similar in outlook, in culture 
and in legal institutions need not lead to war, it is almost inevitable 
that the capitalists of the advanced industrial nations should lose 
patience with the customs and institutions of under-developed 
countries to the point either of not investing in such countries, or of 
wishing to bring them under imperial rule. Equally there may be 
‘illiberal’ wars, in which one country tries to gain special advantages 
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for its own investors, either to the exclusion of other foreigners, or at 
the expense of the native peoples. One of the advantages of empire 
is that steps can be taken to ensure that adequate labour is made 
available for mines and plantations, that roads and harbours are 
built where foreign capital most needs them, and so on. There is a 
strong temptation to take advantage of weaker peoples which many 
strong nations have not been able to resist. 


There are thus plenty of economic reasons for imperialism and war, 
ranging from ‘necessity’—famine, the need for land, markets and 
primary products—to ‘greed’—envy, the desire to exploit or the 
search for more profitable outlets. Corresponding to these causes are 
the remedies advocated by those who believe that the economic 
causes are the principal causes of war. Thus there is the ‘liberal’ view 


that if all countries adopted free trade and the open door the danger 
of war would be diminished; certainly it would then be less profitable 
to hold empires, since one could not then benefit by excluding other 
foreigners from the opportunities of migration, of trading, or of in¬ 
vesting, and it would not be necessary to acquire colonies in order to 
prevent oneself from being excluded by others; but could one be sure 
that everyone else would stick to the open door? Then there are the 
relations between the governed and the governing; so long as forms 
of exploitation are possible, some countries will wish to have 
countries to govern. Hence there is the school which hopes to reduce 
the nsk of war by subjecting all imperial powers to international 
supervision, or even by transferring all colonies to international 
trusteeship. Again it is clear that if all imperial powers were required 
o spend heavily on developing their colonies, without return, im¬ 
perialism would be less popular. Then there is the school which 
lieves that the only way to abolish war is to develop the less 
developed countries rapidly, so that they cease to be weak and ex- 
p oitable. Again there is no doubt that the strong would be less 

attECk the Weak if the weaker were stronger. Then there 
is Hobson s view, now adopted by the Leninists, that war results from 
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communist society, as far as relations between the original Spartans 
were concerned. 

There is no doubt that some of the causes of war are economic, and 
that action directed to these causes would diminish war. But war 
cannot be eliminated by economic policy only, since war is not 
exclusively or even primarily economic in its origin. Alexander did 
not subdue the East, nor Caesar the West, because these gentlemen 
were thinking primarily in terms of trade, or investment, or land. 
It is difficult to assess what part economic factors have played in 
making war. If we were to list all the wars in history, the great 
majority would be seen to have little relevance to markets or to pop¬ 
ulation pressure; they were primarily dynastic, or religious or ideolo¬ 
gical in their origins, or else they were inspired by military adventure 
or by the desire for empire for its own sake. Even these wars have had 
an economic aspect, but it was seldom the dominant one. Economic 
growth may come into the picture in so far as the desire for imperial 
greatness follows upon economic success. If a country is successful 
economically, and grows rich relatively to others, its economic 
superiority may give it ideas of political grandeur which launch it 
upon a military career. But this is not always so. Often in history the 
richer nations have been peaceful traders, and their luxurious living 
has been despised by poorer but more militaristic nations which have 
fallen upon them. 

What causes a nation to believe in militaristic glory is one of the 
unsolved puzzles of the universe. Class structure throws a little light 
on the problem, for such nations are usually dominated by an 
aristocratic military caste, which keeps all other classes in relative 
subjection—including the commercial classes, who, on the whole, 
fear war, and resist the militarists. There are always some business 
men who favour war—manufacturers of armaments or of other 
supplies for the troops, and others who hope to gain concessions after 
the conquest or to make profits during the war but these are 
usually a minority compared with other business men, who know that 
war brings taxes, interrupts their relations with commercial friends 
abroad, and gives over-riding power to the military aristocracy 
which the business community, on the whole, distrusts. A community 
ruled by business men goes to war much more reluctantly t an a 
community ruled by a military caste. It is not however always t e 
military caste which drives a nation to war. There are also occasion 
ally the great military adventurers, dreaming of power and g ory an 
empire—the princes, such as the Alexanders and the Suleimans, or 
upstarts, such as the Mussolinis and the Napoleons. But if we go on 
to ask why some nations keep themselves free from military o' se 
sions, while others deliver themselves to military castes and military 
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adventures, we have to admit that we can find no wholly satisfactory 
answers to this question. 

If there is any connection between dreams of glory and the stage 
of economic development, it is found in the ‘middle’ stages of 
economic growth. The richest countries tend to be peaceful, enjoying 
what they have, and envying none; and the poorest countries are too 
lethargic and disorganized for war. It is the up and coming country, 
which has risen a cut above its neighbours, which often develops 
aggressive aspirations, wishing to make for itself a place in the sun. 
Growing competition with the older and richer countries for markets 
and for raw materials may urge in the same direction. The countries 
which are dangerous to world peace are more often those which 
think they have a great future ahead of them than those which are 
able to glorify their great past. And so the military leadership of the 
world tends to pass from one country to another in much the same 
way as leadership in international trade passes, and possibly for 
reasons of the same sort (see section 2(a) of this chapter). 

To analyse all the causes of war is beyond the scope of this book. 
Our purpose has been the more limited one of noting the connection 
between economic growth and war. Since war is not exclusively or 
even primarily economic in origin, economic analysis sheds little 
light on the fundamental causes of war. The explanation of war is a 
subject rather for students of psychology, of diplomacy, of law, of 
religion and of anthropology than for economists. 

We turn from the causes of imperialism to its economic effects. Its 
effect upon the subject peoples varies from one extreme to the other, 
according to the treatment they receive. At one extreme they may be 
wiped out altogether. At the other extreme they may make more 
rapid economic and cultural progress than ever before in their 
history. Even the same imperial power may treat different people in 
different ways; contrast the rigid colour bar in employment which the 
British operate in Central Africa with their policy of almost complete 
s ™ al equality with Africans in West Africa. The best empires have 
added greatly to human happiness; they have established peace over 
wide areas, have built roads, have improved* public health, have 
stimulated trade, have brought improved systems of law, have intro¬ 
duced new technical knowledge, and so on. Whereas the worst 
empires have brought pillage, and slaughter and slavery in their train. 

ha C Ait* 1 ° n the im P erial P° wer also depends upon how it be- 
uaves. All imperial powers have to bear the costs of empire. Some 

gain more than they lose, but others are in due course ruined by their 
own imperialism. 

S rC costs * There is I* 1 * direct cos * or the wars which 

entails. Armies have to be recruited and supplied, and even if there 
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are considerable levies of colonial troops, war is still a heavy drain on 
the resources of the metropolis. It is also necessary to maintain large 
armies in peace time, garrisoning the empire, and the larger the empire 
the greater the metropolitan manpower which this uses up. The 
empire has also to be governed, and this may use up some of its best 
brains. There is always a temptation to send the second class brains 
out to rule the empire, but if this is done the empire may collapse. On 
the other hand, if the best brains are sent out, metropolitan affairs 
may suffer in consequence. It is not unusual in empires to find the 
second class metropolitan brains lording it in the empire, while the 
first class colonial brains make their way in the metropolis. Empire 
also helps to maintain the caste system; soldiers are very important 
in an empire, and the military caste carries a prestige which it would 
not hold but for its responsibilities. It is no accident that so many of 
the greatest empires (e.g. the Roman and the Ottoman) have ended 
their days at the mercy of their soldiers. 

Economic growth makes possible ever larger and more costly wars. 
In primitive communities where seventy per cent or more of the 
population is needed in agriculture just to provide food, the numbers 
who can be put into an army are very small. Campaigns are confined 
to the period between harvest and sowing. Or alternatively the army 
has very largely to rely on such food as it can pillage in its campaigns. 
It is different when twenty per cent of the population is enough to 
provide food; armies can then grow to enormous size, and can 
be fed from the home base. Simultaneously more people are available 
to manufacture the implements of war, and the growth of science 
makes these instruments all the more terrible. War is thus marginal 
to the lives of primitive peoples, whereas in highly developed 
economies it may use up fifty per cent of resources or more. 

It is sometimes thought that war stimulates economic growth. It 
may do so to a limited extent. It may produce some useful inventions, 
but the number of useful inventions resulting from war turns out to 
be surprisingly small, according to the researches of Professor Nef. 
War may give a fillip to industries whose expansion is in any case 
desirable—e.g. taking British examples, to the iron industry during 
the Napoleonic wars, or the chemical industry after the first world 
war, or to electronics and jet propulsion in the second world war; 
but it as often produces over-expansion and unemployment for some 
years in the industries which catered for the war. War also enables 
some business men to make inflationary profits, some of which result 
in fixed capital formation, but the net effect of war on capital forma¬ 
tion is usually to reduce it during the war. There is also a loss of 
foreign investments and of gold, which have to be used in pur¬ 
chasing supplies from neutrals. The destruction of property is not 
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always as great a loss as might be expected; since property depreciates 
anyway, and has to be replaced sooner or later, the main cost is that 
which is involved in accelerating depreciation. War is also not as 
costly as it seems if one can use idle resources either during the war, 
or to make good depreciation afterwards. The United States is an 
outstanding example of this; the second world war brought to an end 
a decade of stagnation, and output increased so rapidly that the war 
could be fought without reducing the civilian standard of living. On 
the other hand, the American economy would probably have revived 
sooner or later even without a war, as the depreciation of its houses 
and other capital must sooner or later have initiated a new investment 
boom. A war may be fought to gain markets, but it may equally result 
in their loss. The principal gainer of markets from the two world 
wars has been the United States, which gained an extra eight per cent 
of world trade in manufactures during the first war, and an extra 
nine per cent during the second war, keeping its gains permanently. 
And finally the economy may also suffer through losing some of the 
finest brains of its young generation on the battlefield. The French 


gave this explanation of their lack of political and economic vigour 
between the two world wars, and it may have some validity. 

The economic costs of war are without doubt very high. Against 
these costs may be set any benefits derived from conquest. Con¬ 
temporary anti-war propaganda maintains that these are negligible, 
but this is not always so. The conquerors may acquire rich lands, or 
slaves, or valuable trading concessions. Even if they do no more than 
impose peace where before disorder ruled, they and everyone else may 
benefit from the resulting expansion of trade to an extent much greater 
than the cost of the war. Modern wars fought between two nearly 
equal parties on a totalitarian basis certainly cost more than either 
party gains, but not all wars have been so costly or so fruitless. The 
up and coming country, fighting a short swift war (Germany 1870, 
U.S.A. 1898, Japan 1894) may make what seem to it to be substantial 
gains for relatively small expenditure. 

In the end, those who take the sword perish by it. Imperialism may 
pay handsome dividends for two or three centuries or more, in slaves 

tL tn u- te ° r trade> but it brings its own nemesis. Inside the empire 
e subject peoples tend to revolt sooner or later—all the sooner if 
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politan peoples, long grown accustomed to making their living in 
administration, in commerce, in tourism, and in the other occupa¬ 
tions of metropolitan life, find it very hard to adapt themselves to a 
new world of agriculture and industry. Or, even before the subject 
peoples break away, the empire may be destroyed by its external 
enemies. The larger and richer the empire, the more it is envied by 
the have-not nations. Coalitions are made against it, hemming it in 
on all sides. Its defence becomes increasingly costly. Its wars, in¬ 
creasingly numerous, yield no gain at all, since they are purely 
defensive wars, which, even if successful, bring no new lands or 
concessions to set off against their cost. Its people tend to lose heart, 
and even to question their own right to be ruling over so large an 
area. Then it is merely a matter of time before the empire disinte¬ 
grates, yielding to both internal and external pressures. 

Those who doubt whether an empire is a net gain economically 
also sometimes suggest that the happiest and most prosperous states 
are those whose empire lies behind them. They are happy because 
they have their past glories on which to reflect, and know better than 
to fall for the frustrations of looking towards a glorious future. But 
they are not necessarily more prosperous. Sweden is prosperous but 
not Spain. Turkey gained a new lease of life when she lost her empire 
and took to looking after her own affairs. Who can say whether 
Holland, the latest country to join the ranks of the ex-imperial 
nations, will wilt away, or will find new vigour in the experience? 
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CHAPTER VII 


GOVERNMENT 


The behaviour of governments plays as important a role in stimu¬ 
lating or discouraging economic activity as does the behaviour of 
entrepreneurs, or parents, or scientists, or priests. It is, however, 
harder to get into perspective because of political prejudice. On the 
one side are those who distrust individual initiative, and are anxious 
to magnify the role of government. On the other side are those who 
distrust governments, and are anxious to magnify the role of in¬ 
dividual initiative. Both sides can appeal to history. No country has 
made economic progress without positive stimulus from intelligent 
governments, least of all England, the foundations of whose great¬ 
ness as an industrial power were laid by a series of intelligent rulers, 
from Edward III onwards; or the United States, whose governments, 
state and federal, have always played a large part in shaping economic 
activity. On the other hand, there are so many examples of the mis¬ 
chief done to economic life by governments that it is easy to fill one’s 
pages with warnings against government participation in economic 
life. Sensible people do not get involved in arguments about whether 
economic progress is due to government activity or to individual 
initiative; they know that it is due to both, and they concern them¬ 
selves only with asking what is the proper contribution of each. 

Governments may fail either because they do too little, or because 
they do too much. The first two sections of this chapter will consider 
what governments can do usefully to promote economic develop¬ 
ment. The final section will examine the ways in which mischievous 
government holds back growth, or brings stagnation and decline. 

1. THE FRAMEWORK OF ENTERPRISE 

In this section we are concerned with the relation between the 
government and the economy as a whole. The next section considers 
specifically the public sector of the economy; hence in this section 
greater emphasis is given to relations with the private sector. 

(a) The Functions of Government 

Governments are found operating in many ways which are relevant 
to economic growth. We distinguish nine categories of function as 
follows: maintaining public services, influencing attitudes, shaping 
economic institutions, influencing the use of resources, influencing 
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the distribution of income, controlling the quantity of money, con¬ 
trolling fluctuations, ensuring full employment, and influencing the 
level of investment. We have already met each of these problems in 
preceding chapters, when we were concerned with it in a much wider 
context than that of government activity, so we need not do more in 
the paragraphs which follow than summarize the issues involved. 

First the public services. The primary function of a government is 
to maintain law and order. To this time has added other services— 
roads, schools, public health, surveys, research, and on and on in a 
constantly growing list. Side by side with these internal functions are 
the external functions of government, in its relations with other 
governments—the protection of citizens, the making of treaties, war, 
and so on. There is not much to be said about the public services; 
such as there is we leave for the next section of this chapter, confining 
ourselves in this section to the relations between government and the 
private sector of the economy. 

Secondly attitudes—to work, to thrift, to the size of the family, to 
foreign business men, to inequality of income, to caste, to social 
mobility, to profit making, to the sacredness of cattle, to new tech¬ 
niques—-we have seen over and over again to what a great extent 
economic growth depends upon the community having attitudes 
which are favourable to growth rather than attitudes which are 
mimical to growth. Governments play a considerable part in 
etermining these attitudes. It is true that they are circumscribed 
y public opinion; they cannot go too far in advance of public 
opinion, or lag too far behind it. But it is also true that they help to 
etermme public opinion. The speeches and writings of well known 
pu ic figures, plus the decision of the legislature to take certain 
wh‘°h ’ ° r u e . quall . y refusal to take action, are part of the process by 
th opinion * s ma de. Some governments have more latitude 

an others in moulding or in transgressing public opinion, either 

Decause their people trust them more, or because their people fear 
them more. ^ 

In this context, government is exercising the function of leadership. 

• • u ^ uncdon w, th many others in the community—with the 

W j n( : ws P a P er editors, with trades union leaders, with 

stahi CrS> and ^? t . h aI1 others whose opinions carry some weight. In 

cnnt**L?^ in i^ Un * t ^ S government interferes in very few matters; it is 

the f aVC 1110 the P riests to pronounce on the birth rate, or to 

niti^h t0 V™ noun . c * on artificial fertilizers, but in commu- 

thinp tha! Yu arC under S° in g a ra Pid transition there is hardly any- 

transitinn r C ^ overnme , nt can afford to ignore. Societies making the 

every nart t0 economic growth undergo stresses in 

ry part of their life—religion, class relations, ethics, family life 



378 


THE THEORY OF ECONOMIC GROWTH 


and so on—and government leaders have frequently to make 
speeches, if not also to legislate, on matters which in more stable 
societies politicians would be content to leave to other institutions. 
This is also one reason why after a revolution—whether violent or 
peaceful—the new government usually proceeds to get rid of the old 
leaders in most spheres of life—the church, the newspapers, the law, 
the professions, the army, the banks, the universities, industry, etc.— 
and to have new men of its own persuasion installed, for then the 
politicians can safely confine themselves again to their ‘normal’ 
spheres, knowing that in other spheres public opinion is being 
moulded in the directions they favour. Revolutionaries who fail to 
take their revolution into every major social institution can hardly 
hope to effect their purpose, or to hold on to power. 

Next we come to economic institutions. Every government has to 


take an attitude on such questions as whether it favours large or 
small scale enterprise, competition or monopoly, private entrepre¬ 
neurship, co-operatives or public operation, and whether its attitude 
is to be backed by legislation and by administrative action. It has 
also to satisfy itself that the legal framework combines fairness with 
incentive. Thus the statute book carries elaborate laws relating to 
contract, to land tenure, to companies, to partnerships, to co¬ 
operatives, to trade unions, to monopoly, to family property. There 
is also a framework of administrative agencies, either regulating or 


assisting (with money or advice) private institutions: anti-trust 
agencies, co-operative departments, agricultural extension, govern¬ 
ment credit agencies, and the like. In all these matters the laws and 
customs of countries which have not been experiencing economic 
growth tend to be unsuitable for economic growth. Hence, in the 
early stages of economic development much time can profitably be 
spent on creating a new legislative and administrative framework 

more suitable for economic growth. 

Governments need to influence the use of resources because the 
price mechanism, which mainly determines the use of resources, 
gives results which are not always socially acceptable. We have 
already met several examples of this. There is, for example, the 
problem of the conservation of resources (Chapter III section 3(c) 
and Chapter VI section 1(b) ); individuals may use soil, or water or 
forests, or mineral bearing strata in ways which are considered too 
wasteful; or the government may wish to develop some basic re- 
source—e.g. a river basin—in ways which require it to control land 
use throughout an entire region. Related to this is the general prob¬ 
lem of controlling land use by zoning activities; this is specially 
important in towns, if towns are to grow with shapeandwha 
proper segregation of space for work, for homes, and for recreation. 
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but there is also some need for zoning in the countryside, to prevent 
an undue loss of fertile land to non-agricultural activities; and some 
need to control the location of industry to prevent excessive concen¬ 
tration, excessive dispersals, and the emergence of depressed areas 
(Chapter II, section 2(6), and Chapter VI, section 1(c)). There is also 
the general problem of over-specialization, which may make it seem 
desirable to curtail some activities—e.g. to tax export crops which 
are in danger of becoming monocultures, or to license road trans¬ 
port—or to encourage other activities—e.g. industrialization—by 
protection, by subsidy, or in other ways. Some governments also 
control resources directly in order to alter the pattern of consump¬ 
tion—e.g. they restrict the production or importation of luxuries, or 
they subsidize the production of milk—while others prefer to influ¬ 
ence consumption indirectly by influencing the distribution of income. 

The distribution of income raises peculiarly difficult problems for 
the less developed countries, in so far as they wish to combine 
equality with incentives and with a high level of saving. Economic 
growth demands that there shall be adequate differentials for skill, 
for hard work, for education, for risk bearing and for willingness to 
take responsibility. It also demands that an adequate share of in¬ 
creases in the national income shall go into savings, rather than 
into the pockets of those who will spend the proceeds on consump¬ 
tion. The lowest income classes—the unskilled wage earners and even 
perhaps the peasants—fit into neither of the categories whose ad¬ 
vancement favours growth; if differentials and savings alone were 
taken into account, their incomes would have to be depressed 
relatively to those of other classes, rather than raised. (See Chapters 
IV, section 2(6) and V, section 2(6).) At the other end of the scale, 
penalizing landlords does not make much difference to growth, in 
those countries where landlords do little productive investment. 
Penalizing profits, however, may sharply inhibit growth, both by 
removing the incentive to invest, and also by depriving firms of the 
finance for new investment. The decision to take a large part of 
profits in taxes has therefore momentous consequences. If the state 
spends the proceeds on expanding the consumption of the poor, the 
result is to keep the rate of saving low; the proceeds of taxes on 
profits should be spent productively, on education, and on capital 
jormation. Secondly, some part of the proceeds should be set aside 
tor financing productive enterprises through government financial 
institutions, such as Development Banks. And thirdly, if incentives 
are to be diminished, the government itself must pioneer in estab- 
wming new industries, and must be more willing to guarantee a 
reasonable return in cases where the incentive to bear great risk 
would be too small. The less developed countries have awakened into 
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a century where everybody wishes to ride two horses simultaneously, 
the horse of economic equality, and the horse of economic develop¬ 
ment. The U.S.S.R. has found that these two horses will not go in the 
same direction, and has therefore abandoned one of them. Other less 
developed countries will have to make their own compromises. 

If money consists entirely of precious metals, government need 
not regulate its quantity, though it may control the manufacture of 
coins for the purpose of ensuring their fineness. In these days, how¬ 
ever, money is more usually made of materials whose intrinsic value 
is less than their face value; if the quantity of money were not regu¬ 
lated by government, private persons would produce so much of it 
that prices would rise very sharply, until the nominal and the intrinsic 
value of each coin or note were equal. When money is made of paper 
or of base metals its quantity must be strictly controlled. It may be 
controlled by an automatic system. For example, under the Gold 
Standard the quantity of money which a Central Bank may issue is 
determined by the amount of gold it possesses. Or, in the British 
colonial currency system, the notes issued by banks, or by currency 
authorities, have to be backed by an equivalent amount of sterling 
securities. Alternatively, the quantity of money may be controlled not 
automatically but deliberately; that is to say the government may 
retain to itself the right to issue or recall money at its own discretion, 
irrespective of any backing by gold or by securities. Similarly, the 
volume of bank deposits, which is the most important kind of money 
in industrial countries, may be left to the discretion of the banks, or it 
may be controlled by the Central Bank working on some automatic 
rules, or it may be controlled by the government acting through the 
Central Bank virtually according to its own discretion. Discretionary 
control of the quantity of money is very difficult to exercise wisely. 
Many countries have suffered over and over again in recorded history 
from unwise use of this discretionary power by governments, and it 
was considered to be one of the triumphs of the nineteenth century 
when automatic systems of control came into widespread use. The 
automatic systems have not, however, survived the wars, the great 
slump, and the increase in the power of governments, which t e 
twentieth century has brought, and discretionary control of the 
quantity of money by governments is the contemporary fashion. In 
the hands of intelligent governments, discretionary control has con¬ 
siderable advantages; equally it can be most devastating in the hands 
of weak, corrupt, or unintelligent administrations. 

One of the principal reasons for the current popularity of dis¬ 
cretionary control in industrial countries is that fluctuations m the 
quantity of money can be used to offset other economic fluctuations 
and so to bring greater stability to the economic system. Most 
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governments have accepted the proposition that one of their functions 
is to bring about greater stability. We have already referred to this 
subject in Chapter V, section 3(c) and it is not necessary to say any¬ 
thing here about the control of fluctuations in industrial countries. 
We also saw, in our previous discussion, that the less developed 
countries derive their major fluctuations from fluctuations in world 
trade which they are powerless to control. The most they can do is to 
reduce the effect of such fluctuations upon their internal economies, 
by preventing their home prices from fluctuating as much as their 
foreign trade prices, and by building up during the boom reserves of 
foreign exchange which will see them through the slump. This is a 
difficult sphere in which to operate, since no one can foresee the future 
behaviour of prices. Nevertheless, most of the less developed coun¬ 
tries could do more to protect themselves than they do. 

Industrial countries also practise discretionary control of the 
monetary supply because they have accepted the obligation to ensure 
lull employment in their economies. However, in their case this is 
mainly a matter of evening out fluctuations. In the less developed 
countries, on the other hand, the primary cause of unemployment is 
the absence of resources for people to work with. This can be 
remedied only by capital formation, which adds new resources or 
makes existing resources (e.g. land) more usable. The employment 
problem is thus coincident with all the problems of economic de¬ 
velopment Discretionary control of the supply of money is relevant 
nly in so far as it helps capital formation. As we have seen (Chapter 

to promote capital 
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set of circumstances, and the Gold Coast government seems to be 
getting away with it in another; but the Russian government’s force 
in the nineteen-thirties was violently resisted by its peasants, to the 
extent of some millions of deaths. The greatest political question 
which such a country as India now has to face is whether it can force 
a doubling or trebling of domestic saving without involving its people 
in hatred and violence on a large scale. 

As the above list of governmental functions shows, the range of 
activities which the government can usefully undertake is very wide. 
Moreover, it is even wider in the less developed than in the more 
developed economies. For example, in the less developed economies 
research depends to a greater extent upon public than upon private 
funds; the government has to concern itself to a greater extent with 
attitudes; the price mechanism functions less adequately; more 
pioneering by government is necessary; saving is more of a problem; 
there is greater poverty to be alleviated; and so on. On the other 
hand, the governments of the less developed countries are at the same 
time less capable of taking on a wide range of functions than arc the 
governments of the more developed. Their administrations tend to be 
more corrupt and less efficient, and a smaller part of the national in¬ 
come can be spared for government activity. This is another of the 
paradoxes of economic growth. Just as poor countries need to save 
more than rich countries, but cannot afford as much, so also poor 
countries need more and better government activity than rich ones, 
but are apt to get less and worse. In fact, one cannot usefully consider 
in an abstract way what functions a government ought to exercise 
without taking into account the capabilities of the government in 
question. It is very easy to overload the governments of less developed 
economies, and it is quite clear that it is better for them to confine 
themselves to what they can manage than for them to take on an 


excessive range. . . . , 

This is the peculiar relevance of international technical assistance 

programmes. Just as domestic saving is supplemented by external 
finance, so domestic government can be supplemented by external 
help. Thus the imperial governments are well placed to help their 
subiect peoples, if they so desire, by subsidizing the cost of adminis¬ 
tration, by making available qualified staff, and by giving these 
countries more efficient and less corrupt administrations than they 
would otherwise have. However, what the colonial governments gain 
in efficiency they frequently lack in will, for not all colomal govern- 
ments put into the forefront of their programmes measures fo 
raising the standard of living of their peoples The failure ofimpenal 
governments to convince their subjects that this is their intention has 
everywhere played into the hands of nationalist leaders, who protest 
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that they would have the interest of the people more at heart. How¬ 
ever, not all the governments of independent countries are specially 
concerned about raising standards of living; several fall far behind 
the imperial governments in this respect. And what others gain in will, 
they often lack in competence. International technical assistance, 
freely offered and freely accepted, helps to make good deficiencies of 
funds or of technical skill, and it is proving very useful to those 
governments who know how to use it. But technical assistance is no 
substitute for the will to develop, or for honesty in administration. 


(b) Production Programmes 

It is possible to draw up a complete programme for an economy, 
showing the uses to which the government would like the country’s 
resources to be put. The statistical part of such a programme takes 
the form of various tables, each representing a different aspect of the 
economy. One table shows the various types of labour (of varying 
skills), and the industries and services in which the population will 
be employed. Similar tables can show the uses of raw materials, of 
land, of buildings or of machinery. Another table can show the out¬ 
puts expected from each industry, in accordance with the proposed 
dispositions of resources. Another table can show incomes generated, 
and the uses to which they will be put; this table will show how the 
national income is to be divided between consumption, capital form¬ 
ation and government service. Yet another table can show the ex¬ 


pected receipts from exports, and the expected payments for imports, 
visible and invisible. Clearly a comprehensive programme for an 
economy can run into many scores of pages of statistics. 

Several issues arise in making production programmes. The first is, 
what is the point of the exercise? The second is, how to know what 
use should be made of resources—the problem of balanced growth. 
The third is the problem of consistency. And the fourth is how to 
translate the aspirations of the programme into reality. 

What is the point of the exercise? The answer depends on whether 
he economy is in the main governed by prices, or in the main gov¬ 
erned by licensing. If the government has constantly to be making 
aeasKjns about the use of labour, or buildings, or raw materials, or 
anoutthe level of imports or consumption or capital formation, then 

have P rett y comprehensive figures about the economy as a 
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The case for a comprehensive production programme therefore 
stands or falls by the case for planning the economy in detail from a 
central office. It would take us too far to discuss this case in all its 
detail here; the present writer has already published a whole book 
devoted exclusively to this topic. Broadly speaking, the case against 
detailed central planning is that it is undemocratic, bureaucratic, in¬ 
flexible, and subject to great error and confusion. It is also un¬ 
necessary. There is a much better case for piece-meal planning; that 
is to say, for concentrating on a few matters which it is particularly 
desired to influence, such as the level of exports, or of capital forma¬ 
tion. or of industrial production, or of food production; and for 
leaving all the rest of the economy to adjust itself to demand and 
supply. Some planning is necessary, since the results of demand and 
supply are not socially acceptable in their entirety; but planning can 
be confined to those spheres where it is considered most important 
to modify the results that market forces acting alone would yield. 

Piece-meal planning is most required in those sectors of the 
economy where demand and supply are out of equilibrium at the 
ruling prices. This will be practically the whole economy, if inflation 
is taking place, especially if the government is trying to cope with the 
inflation by controlling prices. Inflation creates shortages, and 
therefore makes necessary some rationing or licensing of essential 
resources, especially of food, of some raw materials, of foreign 
exchange, and of building capacity; and such rationing cannot be 
done effectively unless there is a budget for each rationed commodity, 
showing expected demands and supplies. Inflation apart, a develo¬ 
ping economy frequently experiences pressure in some sectors, even 
while other sectors may be depressed. There is almost certain to be 
pressure on skilled labour in general, and on the building industry in 
particular, so that it is very desirable to have as much statistical 
knowledge as possible about the supply of skilled labour, and about 
the demands likely to be made on such labour. There may also be 
pressure on the foreign exchanges, if the expansion of home produc¬ 
tion is exceeding the expansion of exports, without sufficiently sub¬ 
stituting for imports. There may also be pressure on food supplies it 
agricultural productivity is lagging behind development in other 
sectors of the economy. Since it is too much to hope that all sectors 
of the economy will proceed in perfect balance with each other 
economic development is bound to give rise to some surpluses and 
some shortages, and it is at those points of the economy where the 
disequilibrium between demand and supply is most obvious and most 
vital that it is necessary to collect asmuch information as possible, 
and to try to ensure that limited resources are put to the best uses 

The three over-riding shortages which determine the shape of most 



GOVERNMENT 


385 


production programmes are the shortage of capital, the shortage of 
skilled labour, and the shortage of foreign exchange. Each of these 
in turn imposes three restraints, namely that the size of the total pro¬ 
gramme must be kept within total availabilities, that the methods 
used in carrying out projects must be those which economize the 
scarce resources, and that priority be given to projects which will 
most quickly increase the supply of what is scarce. This last is funda¬ 


mental, though often neglected; the true test of planning is not how 
effectively scarce resources are licensed and rationed, but how quickly 
shortages are eliminated by increasing supplies. 

Not all economies suffer from capital shortage. There were even, 
immediately after the Second World War, quite a few countries which 
had ample capital and ample foreign exchange to finance large invest¬ 
ment programmes, which found their difficulties instead to be lack of 
suitable labour, or physical shortage of such commodities as steel 
and cement. This, however, was only a temporary phase, due to war¬ 
time accumulations of financial reserves. Most of the under-developed 
countries are now back in their chronic condition of having very 
little capital to spare. It is then necessary both to keep the total size 
ot investment programmes within the limits of available finance, and 
a so to make more finance available by curbing consumption. It is 
necessary to have a proper balance between investment and savings, 
occause a positive difference between these two results in inflation. 

, e . av . e seen tbat a httle inflation is helpful to capital formation, but 
a , ** ls T 101 ^ helpful in industrial than in agricultural economics, 
ann that it needs very careful control if it is not to damage the 
nomy (Chapter V, section 2(a) ). Hence the total investment pro¬ 
gramme must not be allowed to exceed the savings available plus what 
considered to be the permissible extent of inflation, if any. And at 
. sa !?* e time > measures to curb consumption must be an integral 
fnrm! - any P r °g ramme wh »ch proposes to step up the rate of capital 
ration- 1011 ’ ^ betber l h e curb takes the form of voluntary saving, of the 
i™?" 1 "? of ^xury consumption, or of taxation. We shall be retum- 
g to this subject later in this chapter (section 2(b).) 

gram™ Sh ? rt *& affects both the choice of projects for the pro¬ 
choosing nrn- * S ° f ,! he ? e f hods chosen for carrying them out. In 
the yield P ° JeCt - S 1 r C fU e 1S t0 make onIy those investments where 
calcuIated^nlT 11 - ° f C * Pltal is marginal,y hi Shest. This is not to be 

some projects o “r T What ,he P roduct can ** sold for, since 
returns^ rtfck , be , nefits § reatl y in excess of their monetary 
ment of frln P \ rtlCularly true of the P ublic utilities—the improve- 
output of n ^ P ° r -’ , Wate !'’ dectncity supplies may increase the 

utility’s recent* 1 ! I n< ?'{f ,rl *f f3r beyond any return shown in the 

y receipts. Neither does this rule correspond to using capital 
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chiefly in projects with a low ratio of capital to labour, since some of 
the industries where capital adds most to output happen also to be 
rather capital-intensive—such as some public utilities, mines or steel 
factories. 

Next, almost any project can be carried out by methods which use 
capital sparingly, or in more capitalistic ways. If capital is scarce, one 
should choose the less capitalistic methods, where the ratio of initial 
cost to running cost is low, and where the gestation period is short. 
This will follow automatically if a high rate of interest (higher than 
the rate on government bonds, which is usually below the true value 
of capital to the community) is used in calculating the comparative 


cost of different methods. 

Special care has to be taken in those countries which have a large 
surplus of unskilled labour, for in such circumstances money wages 
will not reflect the real social cost of using labour. In these circum¬ 
stances capital is not productive if it is used to do what labour could 
do equally well; given the level of wages such investments may be 
highly profitable to capitalists, but they are unprofitable to the com¬ 
munity as a whole since they add to unemployment but not to output. 
This wasteful use of capital is most liable to occur in the mechaniza¬ 
tion of agriculture, and in competing with cottage industries (Chapter 
III, section 4 (d) and (e) ), and it may be desirable to discourage these 
types of investment. Sometimes, even though the investment adds 
nothing to output, it seems particularly attractive because it is so 
economical of labour (e.g. earth-moving machinery) or so much 
cheaper in money terms than hand methods, and Finance Ministers 
who have difficulty in finding money for public investment will cer¬ 
tainly be reluctant to use more expensive labour-intensive methods, 
but the fact remains that it is a waste, from the social point °^iew,t 
use machines in these countries to do what surplus labour’ c ° ul *j . 
equally well. Their capital is most productive where it is usedto^i 
crease employment opportunities, by bringing into existence projects 
where th7work could not be done by hand, or where the cost of doing 
,”b y ta"d »ould b. prohibitive (.hi. fc .he Fin.jee W 

clause). Their capital is equally productive when applied to work 
which is already done by hand, if the extra output can be absorbed 
without reducing employment, thanks to the elasticity o em' • 

to the improvement which the use of capital effects m the produ 
iKdf There are also lines where capital will increase the national 

output but will also reduce employment; e.g. if the food,® val , a f 

for human consumption increases when ^^^^^h'ppen Tolotal 
horses-and-men. The decisive economic test is what happens 
national output, and not what happens to employment or ® J 

but in practice it is not politically easy to prevent wasteful 
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of capital in place of labour when the money cost is substantially 
lower, or wasteful use of labour in place of capital where consider¬ 
able unemployment would otherwise result. 

Shortage of skilled labour creates the same sort of problems as 
shortage of capital. If skill is short, it must be economized, by choos¬ 
ing methods which make smaller demands on skill. One of the short¬ 
ages is almost certain to be the skill of administering large enter¬ 
prises, so the programmes of under-developed countries should be 
conceived in terms of small-scale rather than of large-scale organiza¬ 
tion (Chapter III, section 2(c)). It is necessary also to keep the total 
programme within the limits of available skills, if there is not to be 
confusion and waste. This applies particularly to the building pro¬ 
gramme. We have seen (Chapter V, section 1) that fifty to sixty per 
cent of investment consists of construction, and that scarcity of 
building capacity is often the principal obstacle to stepping up the rate 
of capital formation. It is not a formidable obstacle, since it is no 
more difficult to expand the building industry swiftly than to expand 
an army swiftly, if one takes the problem seriously and adopts 
measures for recruiting and training the necessary labour. But it is 

surprising how often production programmes fail to make this 
provision. 


Whether a country is short of foreign exchange depends on whether 
development is being generated mainly in its export sectors (Chapter 
V, section 3(6)), and on how much foreign capital it is importing. If 
development is primarily in the domestic sectors (India, Australia) 
toreign exchange is almost certain to be a difficulty. In this case 
methods of production which economize the use of imported mach¬ 
inery or raw materials will be specially attractive, and it will also be 
desirable to support industries which earn or save foreign exchange, a 

* bey ° nd what15 justified by their monetary cost or their money 
„ r "! pts ; development programme should seek to maintain a 
proper balance between home and foreign trade. In less developed 

rST "T rtS ! east as ra P idly as i nco me, and usually more 

clima»« C ru nltr ‘ es , v r h ‘ ch have a wide ra nge of natural resources and 
climates, like the U.S.S.R. or China or the U.S.A., can substitute 

theTr income^ 0 " T^u aS they devclo P> and il * Possible for 
nf .L * expand without a proportionately equal expansion 

I heir rmports. Most other countries are too small for this As their 

m S nS y h r ey , “ eed a Wider ran ® e of commodities atd 5aw 

need ■ ’ d ‘ f thelr P°P uIati °ns are growing rapidly they may also 
hi h ° lm ? 0rt more food - Hence in an y development programme the 
Sbt ST* needS l ° be given t0 the expansion of Sue,s 

The possibilfty 8 of X B etti ted ’f and - *° - he develo P ment of new markets, 
possibility of getting foreign investments or grants to pay for 
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part of imports complicates the situation; it reduces temporarily the 
need for exports, but, when capital and interest payments have to be 
made, the ultimate effect is that exports must rise even more than 
imports. This problem is particularly difficult in two cases. The first 
is where exports consist of foodstuffs. If food production is not 


rapidly expanded, the expansion of home demand may cause home 
consumers to eat what would otherwise be exported; this has hap¬ 
pened in Argentina. The other case is that of the over-populated 
country which has to industrialize and break into the world market 
for manufactures (Chapter VI, section 2(a )). Discovering what to 
export and where to sell it is not always easy, but the problem cannot 
for that reason merely be pushed aside. 

The shortage of foreign exchange often merely reflects failure to 


maintain a proper balance between the growth of manufacturing 
industry and of agriculture. If either of these sectors expands its 
output, the effect is to increase the demand for the products of the 
^ other sector, and any deficiency throws its strain on the balance of 
/ payments. Xrapid growth of industry calls for a rapid growth of 
'y' agriculture. The industrial workers will want more food; the fac¬ 
tories will want labour from the countryside; the expanding market 
of the farmers will be needed to take up the output of consumer 
goods; or alternatively the savings or taxes of the farmers will be 
needed to finance industrial construction. Similarly, if agriculture is 
expanding, it will need a growing industry, to absorb its product 
and its labour, and to provide the farmers with more consumer and 
capital goods/Stagnant agricultural productivity per man holds up 
the expansion of industry, and puts a strain on the balance of pay¬ 
ments, since the growing industry will require more imports and may 
have to dispose of its surplus as exports. Or alternatively, if agricul¬ 
tural productivity is rising, industrial production must grow even 
faster, since the demand for food rises less rapidly and the demand 
for manufactures more rapidly than income per head. Balanced 
growth means not equal growth, but growth in the proportions 
dictated by the different rates of growth of demand. If the balance 
between industry and agriculture is neglected, as in Australia or 
Argentina, or bungled, as in the U.S.S.R., further progress is he t 
up; the superiority of the development planning of Japan over that 
of the other countries mentioned stands out clearly in this respect. 

It is possible to show up lack of balance in a production programme 
by testing the various parts of the programme for internal con¬ 
sistency. First of all, one can apply tests of over-all balance, to sec 
whether the programme as a whole matches up with aval a 
resources. For example, a manpower budget, distinguishing the 
various categories of skilled labour, will show whether the programme 
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docs nor call for more labour of various kinds than actually exists. 
Similar budgets can be made for raw materials, for capital, for 
foreign exchange, for transport facilities, for buildings, or for any 
other resource which may prove to be scarce. These over-all tests 
consider the demands of the economy as a whole upon inputs. 
Next, one may test the demand for the outputs. Budget studies 
give some indication of how consumption increases with income. 
This is the test which shows up whether the projected supply of food 
is equal to the projected demand, given the projected level of income. 
The same test shows how large the market for consumer manufac¬ 
tures will be, as compared with projected supplies. And how large 
projected savings may be, compared with the savings required from 
consumers. One can then test individual industries using the Leon- 
ticf input-output technique. Projected inputs can be compared with 
the plans made for expanding the outputs of the industries which are 
expected to supply components, transport, water, engineering ser¬ 
vice, and the like; and projected outputs can be compared with the 
projected expansion of exports, of consumer demand, and of in- 
ustries which are to absorb by-products or other intermediate 
output. Since building is often the bottleneck, special attention must 
he paid to the projected output of building materials and components 
^specially of cern'nt, bricks, steel and timber-to ensure that ade¬ 
quate supplies will be available, either from production or from 
imports. In the countryside one of the chief botUenecks is water so 

vate r rln at ^ P ™ gramme »o conserve and expand rural 
ter supplies is one of the chief points to be examined 

J -'l en ,he pessary information, there are plenty of statistical tests 
S S10W U P >ack of balance in a production programme. The 
“ of course > is that the information is not given The 

Tons T reqUired ~ thc bud ^ ““dies, the consumption func- 

taWes th, ! 1P0W , er CCnSUSeS ’ the ou ‘P ut censuses, the input-output 
ables the national income tables and so on—do not always exist or 

d ma U nf Ct i° ^ marginS oferror ' Even if the figures Zaccumte 
AnTafi fhl d ° UtPUt relatl0ns are aPt 10 alter in unforeseeable ways’ 
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hunch alone, even when the figures are themselves partly based on 
hunch. 

The discussion so far has related only to paper work: the setting 
of the targets for various sectors of the economy. But of course what 
really matters in the last analysis is not the paper targets, but the 
measures which are taken to move resources in the right directions— 
to train the labour, to stimulate food productivity, to hold consump¬ 
tion in check, to stimulate investment, or whatever it may be. This is 
the hardest and most neglected part of planning. To the extent that 
the programme relates to the public sector of the economy it is 
relatively easy to carry out; the difficulty is to get the private sector 
of the economy to do what is required of it—to get labour to go into 
the right sectors, or to take the training courses; to get entrepreneurs 
to invest, or the public to save; to get the farmers to adopt the new 
techniques; or foreigners to play the parts assigned to them, as 
lenders, buyers, or technicians. The crucial test of a production pro¬ 
gramme is how effective it is with private individuals. 

To secure the collaboration of private persons, governments rely 
on persuasion, on force, and on reward. Persuasion is only the sauce 
to the dish; people will not for long act against their own private 
interest merely because politicians tell them that it is in the public 
interest to do so. It is useful to have speeches and propaganda setting 
out the main objectives of the programme, and it is very desirable to 
win the people’s enthusiastic support, but this is more likely if each 
sees what he will gain from it than if the programme requires people 
to do what it does not pay them to do. Force, also, is of limited use. 
It can be used negatively to prevent people from doing what you do 
not want them to do, but is of much more limited use for making 
people do what you want them to do, especially in a democracy. Thus 
goods can be rationed, or raw materials or building can be licensed, 
to prevent some people from having as much as they otherwise 
would; but entrepreneurs cannot be forced to invest in industries, 
and farmers cannot be forced to have a food surplus, as the U.S.S.R. 
has discovered. Some licensing may be required, and in so far as it 
limits the undesirable it makes the desirable more likely. But the main 
instrument for effecting a development programme must be reward. 
If labour is to do what is required of it, there must be adequate wage 
differentials. If the farmers are to collaborate, the framework within 
which they operate must make this worth their while. And if the 
entrepreneurs are to invest, there must be a fair likelihood of ade¬ 
quate profits. Much the best way of ensuring the success of a produc¬ 
tion programme is to tax the activities one wishes to discourage, and 
to subsidize (in one way or another) the activities one wishes to 

encourage. 
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A further moral is that, in so far as production programmes 
require the collaboration of the private sector, they ought to be made 
in consultation with the private sector. This is not always politically 
easy. Some governments in the less developed countries are hostile to 
private enterprise in general, and to foreign enterprise in particular, 
and will not allow these classes to participate in production planning. 
They make programmes which could be effective only if business 
men found it profitable to collaborate, but the governments at the 
same time do their best to avoid both profit and collaboration, and 
are rather surprised when their programmes come to nothing. 
Farmers can be just as difficult to handle. Some governments are 
dominated by landlords, who are unwilling to pursue the measures 
of land reform without which the farmers have little incentive to 
produce more. Others have an eye to getting hold of part of the 
farmers’ surplus to finance capital formation. If a government can 
secure the support of both its capitalists and its farmers it is well on 
the way to getting something done, but governments which can hold 
political confidence whilst putting through painful measures arc 
rather rare—at least in the democratic world. 

Very close collaboration may be required to carry out the pro¬ 
gramme. Entrepreneurs will certainly be reluctant to make some of 
the investments which the government wants. Its agencies will have 
to do research and to supply information, and it may have to put up 
some of the capital, and to guarantee markets or dividends. In an 
economy where the government is trying to inspire, guide and stimu- 
!*. private entrepreneurs, business and government get prettv 

^ d H UP •^ lth u ea r h ° ther ’ e,g * Japan ‘ Similar clos e collaboration is 
^rrh r ^ the farmers - The government’s agencies are doing re- 
search, trying to persuade the farmers to change their methods 

ndmg them money, taking a hand in marketing, bringing more 
water to the villages, and so on. Unless the confidence of the farmers 
,s won > m uch of this work comes to nothing. 

Because it is difficult to get the required response from individuals 
at an y rate on the government’s terms, some governments prefer to 
try to launch upon development without the collabomdon of Lh; 
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they had to do as they were told, rather than let up on its policy of 
high taxation and low prices. Much the same attitude may be taken 
towards industrialists. Some governments consider that the profits 
which private business requires, both as an incentive and as a source 
of finance for further development, are too high a price to pay for 
prosperity. They fix low prices and low profits, and when this dis¬ 
courages investment, they start public undertakings to do the job 
instead. This puts all the greater burden upon them to find the capi¬ 
tal, the technical knowledge, the managerial skill and the enterprise 
required to initiate industrialization, factors which are all scarce in 
the less developed economics. Economic development is so difficult 
that one would think it desirable to mobilize all available knowledge 
and initiative, at least in the stage of getting off the ground, but this 
opinion is clearly not shared by all the governments of countries with 
low output per head. 


2. THE PUBLIC SECTOR 

(a) Public Expenditure Programmes 

Whether a production programme is made for the whole economy 
or not, it is necessary to have a programme for public expenditure, 
if only to exercise control over public officials. Practically every 
government in the world makes an annual expenditure programme, 
incorporated in the budget. Most of the less developed countries are 
also making such programmes for a longer period than a year, some 
for five or six or even as many as ten years. Indeed, some are required 
to do so, as a condition of international assistance. When in 1945 the 
United Kingdom government set aside a sum of £120 millions for 
making grants to British colonial governments, it called upon each 
of them to submit a ten year programme of development expendi¬ 
ture; similarly the countries included in the Colombo Plan in 1950 
were asked to submit six year plans. The United Nations Inter¬ 
national Bank also likes to see such plans, and willingly sends 
missions to less developed countries to help in formulating such 
plans. The United States government went even further when it 
offered Marshall aid to Europe; each of the countries aided was 
required to prqduce a four year plan covering every sector of its 
economy, public and privale-and this for the country where the 

word ‘plan’ is most suspect! . .. 

The advantages of multi-year planning are fairly obvious. In the 

process of drawing up the first of these programmes the several 

departments and agencies of the government have, P erha P s f ° r "’ e 
first time, to formulate clearly for themselves their detailed objec¬ 
tives. Looking ahead gives their work a purpose and a series o 
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stages which it might otherwise lack. Then, when the programmes of 
the various agencies are put together, there is an opportunity for 
ensuring both consistency and the due observance of priorities. The 
left hand of the government does not always know what the right 
hand is doing, and the need to make a programme for all government 
activities provides an opportunity for co-ordination. Also, the heads 
of some departments have more initiative than others, and succeed 
in getting more money for their departments than a true system of 
priorities would justify. This may happen even if there is a compre¬ 
hensive programme, but it is less likely to happen if all departments 
are asked to submit their programmes at the same time, and if the 
agency which does the final selection is conscious of the importance 
of consistency and of priority, and has the necessary authority for 
securing reasonable balance. Much depends on the efficiency and 
the authority of this central planning authority. Since the pro¬ 
grammes put forward are certain greyly to exceed the resources 
available, difficult choices have to h£made and enforced, and the 
planning authority needs to havejhe full backing and interest of the 
chief minister of the government^Then, once the programme is made, 
it has great value for those who have to execute it. The financial offi¬ 


cers of the government can look ahead and make their plans in good 
time. The engineers can get their blueprints ready. The purchasing 
departments can order their materials in time; and so on. And 
finally, the existence of the plan enables progress to be tested. 
Everyone knows what is expected of each agency, and its perform¬ 
ance can be measured against what is laid down in the programme. 

The dangers of multi-year planning are equally obvious. Since 
no one can foresee the future, even for so short a period as five years 
it would be a disadvantage to be bound strictly by the provisions of 
such a plan. These programmes get quickly out of date. Prices may 
nse sharply or the funds available may be more or less (usually less!) 
than was expected. A few projects are executed ahead of schedule; 
most are held up by unforeseen shortages of materials, of skilled 
labour, of scientists, or of money. Hence any such plan must be 

of ^ onstant . revision : T ° meet this difficulty the government 

vL^ a nW C0 ,r V1SeS ,tS S,X ' year pIan every year > making in each 

wiPaL/j he next S,x years - No device can ensure that the plan 
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Others list all expenditure which normally appears in the budget, 
whether on capital or on current account. It is better to programme 
all expenditure than capital expenditure only. For one thing, capital 
expenditure often gives rise to subsequent current expenditure; the 
building of schools is followed by the payment of teachers, or the 
purchase of tractors by the hire of their drivers. If capital expendi¬ 
ture is stated without recurrent expenditure it is difficult to see just 
how much any project is going to cost, and financial planning may 
go sadly awry. In the second place, the planners themselves may be 
deceived if they are asked to submit programmes confined to capital 
expenditure. Development does not depend upon capital expenditure 
only; it requires for example heavy current expenditure upon various 
education programmes, such as agricultural extension. If the empha¬ 
sis is on capital expenditure these programmes tend to be overlooked. 

It is very desirable that the right priorities be accorded in drawing 
up public expenditure programmes, but it is impossible to lay down 
rules for determining what the right priorities are. The best that we 
can do here is to indicate the points where some of these programmes 
have been found to be weak. 

First, it is important that the programme for the public sector 
should be properly related to what is happening in the private 
sector. The whole programme for public utilities, for example—for 
railways, docks, water supplies, electricity, etc.—has to be shaped in 
accordance with the intentions of private investors, so that facilities 
are made available when and where they are required. Similarly the 
programme for training skilled labour depends upon the kinds of 
skill which will be required. Public expenditure programming and 
production programming have therefore to be done side by side. The 
public authorities need to know what private enterprise is proposing 
to do, and private business should have a hand in shaping the public 
programme. 

Secondly, some programmes bear too much the mark of having 
been made in the capital city, and too little the influence of the 
countryside. Many programmes do too much to beautify the cities, 
or to provide them with better houses, schools, water supplies or 
medical services, in comparison with what they do for the rural areas 
where most of the people live. Plans made for the country from the 
town also tend to be of the spectacular kind, which can be shown 
off to visitors. Too much is spent on constructing a few elegant high¬ 
ways, and too little on a multitude of small farm-to-market roads, 
which might add more to output. Or vast resources will be poured 
into controlling a single river, where the same money would yield 
much more if spent on a great number of wells, tanks, and small 
streams. The spectacular is sometimes also the right policy; one big 
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project may do more for development than a large number of small 
ones costing just as much. The remedy is not to eschew the spec¬ 
tacular, but to take care that the planning process is adequately 
decentralized. The rural areas should be encouraged to make their 
own plans, and their representation in the planning process should 
be adequate to ensure that their wants are not overlooked. The best 
way to ensure this is of course to follow the ‘Community develop¬ 
ment’ method (Chapter III, section 1 (a) and Chapter V, section 
2(a) ). Since this relies on voluntary labour, only schemes which the 
people really want can be executed. Community development is the 
best development of all, and every programme should set aside for 

this work sums amounting to one or two per cent of the national 
output. 

Community development has also the advantage of cutting 
extravagance in capital expenditures, which is the third defect of 
several programmes. Capital is so scarce in under-developed coun¬ 
tries that it should be used most sparingly. What is needed is often 
the cheapest structure that will do the job. It is wrong to build schools 
or hospitals or thermal power stations capable of lasting fifty years, 
when a structure lasting thirty years would cost much less—many 
such structures are pulled down in thirty years anyway, because of 
changing standards and rising income. Similarly, second-hand 
machinery is often more appropriate than new, and it may even pay 
to buy equipment which more advanced countries consider obsolete, 
if it can be had very cheaply. A good government likes to do properly 
whatever it is doing, and to leave behind it structures which are 
permanent and outstanding, but most poor countries cannot afford 
to do things properly in this sense. Over-lavish use of cement and 
steel is one of the commoner faults of development programmes. 

ndeed, it is also a common fault of such programmes that they 
conceive of development too largely in terms of investment in con¬ 
crete things, and too little in terms of investment in persons. This 

in ednr^ f CSPeClally m deficiency in pubUc health Programmes, and 
rchanw T°i n p ™. gra !?™ es - for P ublic health, we have seen before 
1 SeCll ° n 2(a) and Cha P ter IV, section 3(c) ) that measures 
for the improvement of diets and for the elimination of debilitating 
diseases can considerably increase productivity. And as for education 
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reasons (Chapter V, section 3(a)) why the low level of domestic 
saving may make the government a major channel of capital for 
small scale agriculture, for industrial development, for public utili¬ 
ties, and for housing; whether the capital is provided from its own 
savings, or comes from abroad, or is forced by inflation. One of the 
dangers of drawing up programmes for public expenditure is that 
excessive attention may be given to the requests of public service 
agencies, and that too much of the community’s resources may go in 
this direction at the expense of other sectors of the economy. This is 
another reason why public expenditure programming should go hand 
in hand with surveying the economy as a whole. In the last analysis 
the public services have to be paid for by the ‘productive’ sectors of 
the economy, and it is important to ensure that social and welfare 
services do not run away with resources beyond the productive 
capacity of the economy. 

(b) The Fiscal Problem 

The needs of governments for finance grow all the time, because 
the public sector grows faster than the economy as a whole. We can 
measure this in various ways; in terms of the number of people in 
government employment, in terms of resources used by the govern¬ 
ment, or in terms of the share of taxation in the national income. 
Take first numbers employed. Civilian employment, excluding 
defence, is seldom less that 2 per cent of the gainfully occupied, and 
ranges up to about 10 per cent in the U.S.A. and 11 per cent in the 
U.K. (including central and local administrations). To this must be 
added the armed forces, ranging from nearly nil in Denmark, through 
the U.K’s record peace time (1954) figure of 4 per cent to even higher 
figures in Greece, Turkey, and elsewhere. If we add again public 
utilities and nationalized industries, the figure of government em¬ 
ployment in the U.K. becomes 25 per cent, viz., 11 per cent civilian 
public services, plus 4 per cent armed forces, plus 10 per cent 
nationalized industries. Next we turn to consider resources used, 
excluding nationalized industries. The proportion of resources used 
exceeds the proportion of employment, since government also buys 
supplies from the private sector of the economy (ranging from ink to 
aeroplanes). The governments of the U.S.A. and the U.K. were using 
about the same proportion of the national output in 1938, namely 
about 14 per cent; now, with expanded defence programmes, they 
use more like 22 to 24 per cent. But even this is not all; for on top of 
the resources they use, they also need funds to finance transfer pay¬ 
ments which do not involve them in buying goods or services tor 
their own use—pensions, interest on the national debt, unemploy¬ 
ment benefits, and such. In consequence taxation in the United King- 
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dom runs currently at around 35 per cent of the national income, 
compared with around 8 per cent in India, and around 5 per cent in 
Nigeria. 

These differences in the share of the national income used by 
government are of course associated with considerable differences in 
the quality of government. Visitors to the less developed countries 
frequently complain about the inefficiency of the public services— 
bad roads, impure water, poor sanitation, mosquitoes, inefficient 
administration and so on. The answer is that good public services 
cannot be provided for 5 per cent of the national income. Defence 
and transfers apart, the countries of Western Europe and North 
America use up about 12 per cent of their national incomes in their 
public services, and the less developed countries would need even 
more to pay for the same standard, since incomes per head are 
lower. 

The less developed countries need not carry the same military 
burden as the great industrial countries. On the other hand, where 
they determine to contribute towards capital formation in the 
private sector, they may need quite large sums for the purpose. If 
for example they would like net capital formation in the economy as 
a whole to be twelve per cent of national income per annum, and if 
their economies are saving only five per cent, there is a difference of 
seven per cent to be found from somewhere. Twelve per cent is not 
an extraordinary target; it is the sort of rate achieved by European 
economies in the first stages of their industrial revolutions, and is 
lower than the U.S.S.R. and Japanese rates. If we guess a capital- 
income ratio of 4 to 1, real income would increase by 3 per cent per 
annum if investment were 12 per cent; real income per head would 
increase by 1£ per cent per annum, if population was increasing by 
H per cent and would double in about fifty years. At this pace the 
standard of living in the less developed countries would rise at the 
same rate as in Western Europe; no progress would be made towards 
closing the gap between the richer and the poorer countries. If this 
gap is to be closed even greater investment than this will be needed. 

The reason why the governments of the less developed economies 
raise less revenue than those of more developed economies is not that 
they need less revenue, but that revenue is harder to raise. It is 
easiest to consider the matter in terms of real resources. If an 
economy needs seventy per cent of its population in agriculture to 
provide food, the amount of labour which can be set aside for govern¬ 
ment purposes out of the remaining thirty per cent is clearly very 
much smaller than can be set aside by an economy which needs only 
twelve per cent of its people in agriculture. The less developed econo¬ 
mies cannot afford to pay as large a percentage of their incomes in 
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taxes as the more developed can. All the same, most of them could 
pay more than they do, if they wished to. Raising more revenue in 
these countries is hard, but it is not as hard as it is sometimes made 
out to be. It would be out of place to put into this chapter a potted 
treatise on public finance; this section confines itself to a few remarks 
on some of the special problems of the poorer countries. 

First of all, there are problems of technique. One of the canons of 
taxation is that one should avoid taxes which are costly to collect 
because they have to be.collected from a large number of persons, 
each of whom pays only a small sum. This applies equally to direct 
and to indirect taxation. It is one of the reasons why one confines 


income taxation to persons with relatively large incomes. For 
example, in most countries it is not thought to be worth while to 
collect income tax from people earning less than £150 a year. But the 
proportion of the population earning more than £150 a year is very 
small in poor countries. Correspondingly, the income tax yields a 
proportionately smaller revenue in poor than in rich countries. In 
fact, the poor countries have to rely to a greater extent upon indirect 
taxation not because they wish to distribute the tax burden differently 
—this does not necessarily result—but because the proportion of the 
national income over the practicable exemption limit is so much 
smaller. The problem of evasion is related, for when a large part of 
the income subject to taxation is received by petty traders who do not 
keep proper accounts, it is extremely costly to enforce the income 
tax provisions. Most of the less developed countries would profit 
substantially by enforcing their tax laws more rigorously, but even 
the most rigorous enforcement cannot make the income tax the major 
source of revenue, unless there are a few large mining or other cor¬ 


porations that can be milked. .... 

Some countries have also great technical difficulties in raising 

indirect taxation. Such taxes are most easily levied at points where a 
large part of the national income is passing through a small number 
of hands. Imports and exports are usually handled by a small number 
of wholesalers from whom import and export duties can be collected 
cheaply. In industrial countries a large part of output is produced by 
a few very large firms, and excise taxes and purchase taxes are there¬ 
fore cheap to collect. Not all the less developed countries are so 
favourably placed. Exports are around forty to fifty per cent of the 
national income of Ceylon, so it is easy in that island to raise a large 
part of the national income in import or export taxes, at sma 
administrative cost. But next door in India exports are less than ten 
per cent of national income, so the yield of taxes on foreign trade is 
correspondingly low. Countries like India have to rely to a greater 
extent on taxing domestic trade, but this is costly because their ou - 
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put is not concentrated in a few firms; it is produced by millions of 
small producers, and sold through millions of outlets. It is then 
impossible to prevent considerable tax evasion, and the cost of 
collection is necessarily high. 

A further difficulty in some less developed economies is that a large 
part of output is not traded at all. The farmer produces his own food, 
and some of his own manufactures, and disposes of only a small 
surplus in the market. If the farmers were taxed only on their money 
incomes (presumably by means of import or excise taxes on what 
they buy), they would largely escape taxation. It is different where the 
farmers are growing commercial crops for export (cocoa, rubber, 
cotton, etc.), for they are then easily reached by export taxes. Self- 
sufficient farmers have to be taxed directly. African tribes have used 
the poll tax for this purpose, whereas Indian princes relied mainly on 
a land tax. Some land taxes have been made to yield very large 
revenues, e.g. in Japan and in the U.S.S.R. In fact, it is not unusual 
in over-populated countries for rents and taxes together to be 
absorbing fifty per cent or more of the peasant’s output. On the 
other hand, land taxes are direct taxes, and as such they arouse much 
more hostility than indirect taxes, whose existence is not always so 
obvious or so well known. The U.S.S.R. government met extreme 
resistance in its attempts to levy upon the peasants enough to support 
the forty to fifty per cent of the national income which it required for 
capital formation, for defence, and for its other expenditures. Land 
taxes tend therefore to give way to export or import taxes as soon as 
this becomes convenient. 


This brings us to consider the distribution of the burden of taxa¬ 
tion in less developed economies. Whether the distribution of income 
is more uneven or less uneven than in the developed economies 
depends first on the relationship between population and land, and 
secondly upon the extent of the capitalized sector of the economy. In 
the over-populated countries rents are high, perhaps as much as 
forty to fifty per cent of the output of agriculture, and the distribu¬ 
tion of income tends to be even more uneven than in developed 
industrial economies. In the capitalized sectors the ratio of profits to 
wages tends to be higher than it is in the industrial economies— 
indeed in some cases, such as copper mining in Central Africa, 
profits may be a half of net output or more. One cannot therefore 
generalize about the less developed economies; in some the distribu¬ 
tion of income is more uneven than it is in the United States, while in 
others, such as the Gold Coast or Nigeria it is much less uneven. 

How far down in the income scale taxation has to be taken 
depends partly on how uneven the distribution of income is, but it 
also depends partly upon the effects of taxation upon incentives and 
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savings. This latter question is more important in the less than in the 
more developed economies. It is important in the more developed 
economies too, but these economies have a certain development 
momentum which carries them along even when incentives and 
savings are diminished. The class which it is easiest to tax in the less 
developed economies is the landlord class—easiest both because 
neither incentives nor savings are involved, and also in the political 
sense because landlords are nearly everywhere (but not quite every¬ 
where) now in political disfavour. Peasants have always had to carry 
a high tax burden, but in some countries where they have recently 
acquired the vote (e.g. India) their political restlessness has given them 
a degree of immunity from high taxation which has been embarrass¬ 
ing to the government. The salaried middle classes are also difficult 
to tax in most of the less developed countries, partly because they 
wield political power in the new nationalist governments, and partly 
because incentives are required for the expansion of this class; one 
of the chief effects of economic development is enormously to increase 
the number of semi-skilled, skilled and professional people in the 
community, and this may be adversely affected by high taxation on 
the people in these categories. Profits are also a difficult category. 
They are easy to tax politically, especially when the capital belongs 
to foreigners, but the taxation of profits may damage both incentives 
and savings. The savings point is not so important, since an intelli¬ 
gent government can substitute public saving for private saving, but 
the incentive point may be important in countries where entre¬ 
preneurship is scarce. Some countries which are anxious to encourage 
development are actually going in the opposite direction: they are 
offering temporary exemption from income tax to capitalists who 
start new industries. 

What to do about the rich is certainly a serious problem for 
governments whose support comes mainly from the poor, but who 
are at the same time very anxious to promote development. Non¬ 
cultivating landlords are npt much of a problem. They can be bought 
out, and may then, as in Japan, finding themselves with money and 
no duties, convert themselves into capitalists and supply much 
needed entrepreneurship (Chapter V, section 2(b )). Even if they are 
expropriated the consequences for economic growth are not likely to 
be adverse, unless they have been cultivating the soil themselves 
on large-scale estates with modern methods. It is quite different with 
commercial and industrial capitalists, who are the major source o 
saving and of enterprise. Economic growth causes the share of profits 
in the national income to rise, in the initial stages (Chapter V, 
section 2(b )), and this has meant in the past the creation of large 
private fortunes in the hands of a very few people. It is easy to under- 
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stand why democratic governments are most suspicious of this 
process, and are very reluctant to let the capitalists make substantial 
profits out of economic development; on the other hand, if profits 
are kept low, or taxed heavily, private saving will be small, and there 
will be Little incentive for private enterprise. The Liberal way through 
this dilemma is to encourage private capitalists to make all the profits 
they can while alive, and to tax them severely when they die. If this 
were done ruthlessly, as it has never been so far, it would mean that 
each generation could start with more or less equal opportunity; the 
incentive to make a fortune would be reduced somewhat, but this 
might well be more than offset by the increase in opportunities 
(Chapter III, section 3(6)). The Socialist solution is to do away with 
private capitalists, and to have the state supply the enterprise, earn 
the profits, and make the savings. The feasibility of this solution 
depends on how enterprising the state can be, and how willing it will 
be to engage in productive investment. There is no doubt that this 
solution can be made to work, especially by countries which need 
only to imitate and not to pioneer (Chapter III, section 3 {a )). 
What will not work is if the state taxes private enterprise to the point 
where incentives and private savings are inadequate, without 
itself stepping into the breach with initiatives and savings of its 
own. 


This analysis brings out as well the importance of political con¬ 
siderations in taxation. Most governments find it easiest to tax those 
who oppose them and to exempt those on whose support they rely, 
and this fact plays as large a part in determining the distribution of 
the tax burden, as considerations of equity, of incentive, or of 


savings. Yet the fact remains that in most of these economies it is 
impossible for the government to play the roles it needs to play in 
economic development unless it taxes all classes more heavily than 
they are taxed at present. The major political problem in most of 
these countries is to persuade the people that this is so, and to gain 
their consent to the necessary measures. The authoritarian govern¬ 
ments are in this respect at an advantage in comparison with the 
democratic governments. They can push the government’s share up 
to twenty or thirty per cent of the national income, and use half the 
proceeds for capital formation, without bothering about what will 
happen in the ballot box, if there is a ballot box. The democratic 
governments are in greater difficulty. Here and there a great demo¬ 
cratic leader is able to carry his people through a phase of relative 
pnvation for the sake of building up the nation, and holds their 
confidence and enthusiasm. But such leaders are rare. In many 
other countries democracy is an obstacle to speeding up the rate of 
economic growth. Perhaps this is as it should be; we are not con- 
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cerned in this chapter with the desirability or otherwise of economic 
growth (see Appendix). 

While it is difficult to increase the government’s share of a given 
national income, it is not so difficult politically to ensure that a 
greater share of increases in the national income should accrue to the 
government. This is the main hope of increasing the share of govern¬ 
ment in the national income. In less developed economies the mar¬ 
ginal rate of taxation should always be considerably greater than the 
average rate. This principle is indeed adopted by the more developed 
countries as well. It is one of the chief ways in which they combat 
fluctuations in the national income, since its effect is that govern¬ 
ment revenues fall sharply in a slump and rise sharply in a boom. 
It is also the way they combat inflation; for example it is one of the 
reasons why the United Kingdom and the United States were able 
to go through the second world war with an increase in their price 
levels of fifty per cent or less, whereas many other countries whose 
war effort was much smaller had price increases of 200 or 300 per 
cent or more; and it is also the reason why British prices have not 
risen faster since the war despite the great pressure of monetary 
demand upon resources. In these countries some forty to fifty per 
cent of marginal income is taken in taxation. If this results in raising 
revenue too rapidly, it is possible to reduce the average burden of 
taxation without reducing the marginal rate. 

In the less developed countries, in contrast, it is frequently the 
case that the marginal rate of taxation is below the average rate— 
that government receipts increase less rapidly than national income. 
This is due to reluctance to raise government-controlled prices as 
other prices rise. Railway rates, postal charges, telephone charges, 
and other government prices are slow to rise; land taxes lag, if fixed 
in money; import and export duties may be fixed on a specific rather 
than an ad valorem basis; and so on. Inflation ought to make a 
government rich, because of its high marginal share of income; 
instead in many less developed economies a rise of prices produces a 
budget deficit. In these days, when the secular trend of prices seems 
to be upward, taxes should always be oh the ad valorem rather than 
the specific basis, and the arrangements for altering the prices of 
public utilities and public services should permit rapid adjustment to 

changing costs. ~ . 

The way to ensure a high rate of marginal taxation is to have an 

income tax with a high marginal rate, high taxes upon those con¬ 
sumer goods for which the demand increases most rapidly, and 

export duties with high marginal rates. 

There is not much to be said about the income tax. The average 
burden of the tax depends upon the exemptions and allowances, 
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given the marginal rates of tax. Hence the marginal rate can be forty 
per cent or more while the average rate is only five per cent or less. 
The problem posed by a high marginal rate is its effect on incentives. 
This is often exaggerated, but it is nevertheless real. Indirect taxes 
do not have the same effect on incentives because people are not so 
conscious of them. Hence opinion is veering towards indirect away 
from direct taxes. The idea that indirect taxes are necessarily less 
progressive than direct taxes is fallacious. The poor, the rich and the 
middle classes consume different goods in different proportions. If 
one puts low indirect taxes upon what the poor consume and high 
indirect taxes upon what the rich consume indirect taxes can be just 
as progressive as an income tax, in so far as people spend their 
incomes. The difference is that indirect taxes reach only that part of 
income which is spent, whereas an income tax falls also upon savings, 
but this difference also can be exaggerated since both taxes can be 
so adjusted that they have the same effect on total savings—though 
the effects on individuals will vary according to their expenditure 
patterns. 

In levying indirect taxes, the principle is to put high rates upon 
luxury articles, and other articles for which the demand is increasing 
rapidly, whether they are strictly luxury articles or not. The latter 
category is quite wide in some countries, because the spread of 
westernization is increasing fairly rapidly the demand for such things 
as electrical appliances, radios, bicycles, motor transport, beer, 
cigarettes, gramophones or furniture. An import duty or excise tax 
of 100 per cent of the wholesale value may be only thirty to forty per 
cent of the retail price. Some governments are reluctant to levy 
100 per cent duties, but quite a few duties at this level may be needed 
if the marginal rate of taxation is to be brought up to forty to fifty 
per cent. Most countries levy import duties but this is not enough in 
countries where imports are low relatively to national income, or 
where inflation is raising domestic prices without raising the prices 
of imports. In either of these cases it may be necessary to have a fair 
battery of excise taxes and sales taxes if the government is to get a 
large share of increases in money income. 

We have already discussed export duties in relation to forced 
saving (Chapter V, section 2(b )), and in relation to economic sta¬ 
bility. The principle is to levy a tax which rises sharply as the price of 
the commodity rises, in accordance with a sliding scale fixed in 
advance. Government marketing agencies have much the same effect 
when they keep the domestic price of the commodity from rising 
as fast as its export price. We have seen that some countries, notably 
Burma and the Gold Coast, have generated enormous savings in this 
way. The best time to initiate such schemes is when there is a reces- 
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sion in the United States. Prices are then low, and the effective tax is 
also low. Sliding scales are more acceptable if they are introduced 
during a slump than if they are started when prices are high, and 
impose high taxation right from their inception. 

It should be noted that this discussion of a high marginal rate of 
taxation is meant to apply to rising money income, and not just to 
rising real income. In the countries which most need to make this 
effort real income per head is not rising at all (e.g. India), so if the 
government confined itself to getting a larger share of increases in 
real income per head the operation might never get off the ground. 
If real income per head is rising, so much the better, but it is just as 
important to get hold of an increasing share of a constant real in¬ 
come. Whatever may happen to real income, money income is likely 
to rise. The tendency of prices in the industrial countries is upward, 
partly because of inflationary pressures, and partly because trade 
union action keeps raising money wages faster than productivity. 
This increasing monetary demand in the industrial countries tends 
to keep agricultural prices rising, subject to some fluctuation, and 
the fact that the agricultural surpluses available for export have not 
risen pari passu with industrial demand may continue to have the 
same effect for the next few years. Given a tendency for prices to 
rise, a government can get a constantly increasing share of the 
national income if it has the right fiscal structure, whether real income 
is rising or not. 

If it is politically too difficult for the government to get a larger 
share of the national income through taxation, it can arrive at the 
same result through inflation, if this is not equally difficult politically. 
In the less developed countries inflation and taxation have much the 
same effect (Chapter V, section 2(a) ). They transfer consumer goods 
towards those who are employed on capital formation, away from 
the rest of the community. In an industrial economy with unem¬ 
ployment, credit creation is superior to taxation for financing capital 
formation, because it creates simultaneously more consumer goods, 
but this is not possible to any considerable extent in the less developed 
economies, even when they have surplus labour. Inflation differs from 
taxation also in that it tends to raise profits, and may therefore 
stimulate capital formation by private entrepreneurs. Some inflation 
is helpful to economic development, provided it is kept within 
bounds. If prices are rising at a rate less than the rate of interest, 
there is no profit in speculation. Hence, if prices rise on the average 
by three or four per cent per annum, we can have all the advantages 
of inflation for capital formation without much danger that this will 
give rise to a speculative boom and to a flight from money especi¬ 
ally if the movement is punctuated every three or four years by a litt e 
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deflation of prices. Moreover, as we have already seen, inflation for 
the purpose of capital formation is in due course self-destructive. 
The inflation has three stages. Prices rise sharply in the first stage 
while the capital is being created. In the second stage the inflation 
may peter out of its own accord because the rise in prices has redis¬ 
tributed income in such a way that voluntary saving is rapidly catch¬ 
ing up with investment. Then in the third stage prices fall, as the 
additional output of consumer goods made possible by the capital 
formation begins to reach the market. It is only the first stage that is 
dangerous and painful. 

The effect of inflation on capital formation depends on the purpose 
of the inflation. If the inflation is due to the government spending 
money on paying high salaries to civil servants, or on making war, 
there is no reason to expect the inflation to increase capital formation, 
unless the economy has a fair proportion of the kind of industrial 
capitalists who invest inflationary profits in fixed capital—and this is 
more likely in advanced than in under-developed countries. On the 
other hand, whether the country is under-developed or not, if the 
inflation is due to the government spending money on creating useful 
assets, such as an irrigation system, the immediate effect will be an 
increase in these useful assets, quite apart from what happens to the 
inflationary profits. In recent literature some naive investigators have 
professed to show that inflation does not increase capital formation 
by showing that in a number of places where inflation has occurred 
(notably in Latin America), capital formation has not increased. It 
is not sensible to generalize about the effects of inflation in this way. 
Inflation used for destructive purposes has destructive effects 
whereas, as in the U.S.S.R. or Japan, or in the upward phase of every 
trade cycle, inflation which is due to the creation of money for the 
purpose of accelerating capital formation results in accelerated 
capital formation. 

Some countries can stand more credit creation than others, both 
economically and politically. On the economic side the relevant 
issues are such matters as: Who will get the inflationary profits, and 
what will they do with them; spend them on consumption, speculate 
in commodities, create new fixed capital, hoard them, or buy 
government bonds? Can the output of consumer goods be expanded 
rapidly, or will the first stage of the inflation be long? Is it the kind 
of economy where prices of essential goods can be controlled fairly 
easily, wthout a great growth of black markets? Is there a strong 
trade union movement, which will turn a demand inflation into a cost 
inflation' Can the foreign exchange situation be safeguarded? Is 
there a high marginal rate of taxation mopping up fifty per cent of 
money income as fast as it is generated by inflation? Countries differ 
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very widely in the answers to these questions, with the result that an 
amount of credit creation which would raise prices by ten per cent 
in one, might double prices in another. There are also wide differ¬ 
ences in the political response to inflation. In some countries it is 
politically imperative that the government should take measures to 
raise real income substantially, even if this involves some inflation, 
and inflation may thus be the condition for political existence. In 
other countries the public has been through quite enough inflation 
in recent years, for destructive purposes, and it expects its govern¬ 
ments to keep a tight rein on money. Since inflation is primarily a 
substitute for taxation, the decision whether to resort to it is pri¬ 
marily political, and has to be made in terms of the political alterna¬ 
tives. 

One of the strongest political arguments against inflation is that 
once the possibility of resorting to it is admitted, governments cannot 
be trusted to know where to draw the line. The great advantage of the 
principle that budgets must be balanced is that it allows the Minister 
of Finance to discipline his colleagues in the Cabinet. They may plead 
most eloquently for the expansion of this service or that, but his 
position is impregnable so long as his budget has to be balanced. 
Once this principle is abandoned, what control remains over govern¬ 
ment expenditure? One way of getting round this difficulty is to have 
two budgets, one which must be financed out of revenue, and another, 
consisting exclusively of services which rapidly increase output 
(especially expenditures on land reclamation, rural water, training 
facilities and agricultural extension) which may be financed by crea¬ 
ting credit. This, however, does not evade the problem altogether, 
since it then becomes possible to argue about what should be 
transferred to the second budget. No administrative device can 
relieve a government of the need to exercise courage and restraint. 

Another source of revenue, apart from taxation and credit crea¬ 
tion, is small savings lodged in government institutions, of which the 
most important are the Post Office Savings Banks. Small savings of 
all kinds, including savings in the co-operative movement and in 
friendly societies, vary from nil to about two per cent of national 
income, in those less developed countries which have put effort into 
this movement. It need hardly be said how important it is to stimulate 
such savings. For the saver they signify independence, self-respect 
and security against a rainy day, and this is even more important 
than the contribution such savings make to the nation’s financial 
problem. The country which has had the greatest success in this 
sphere is Japan, where small savings are estimated to be as much as 
eight per cent of the national income. This is certainly a model to be 
emulated (Chapter V, section 2(b )). 
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Finally, there is the possibility of raising funds externally, whether 
by grant or by loan. Some countries are better placed for this than 
others. Taking the less developed countries as a whole, however, the 
prospect does not seem to be very great. The national incomes of 
Africa and Asia (excluding China, Japan and the U.S.S.R.) add up 
to about 75,000 million U.S. dollars annually. One per cent of this is 
750 million dollars, a sum which greatly exceeds all the foreign 
investment and foreign aid now going into those two continents. If 
capital formation in these continents is to be brought up to twelve 
per cent of national income net, the sums involved are far beyond 
any likely foreign investment or foreign aid. Hence, whatever these 
countries may get from overseas, they have to pull themselves up by 
their own bootstraps if they are to make substantial progress. 

There is no reason to doubt that most of the less developed coun¬ 
tries can increase their capital formation substantially if they wish 
to. Before them all lies the challenge of the U.S.S.R. and of Japan, 
two countries where real output per head has risen faster than else¬ 
where, namely by about three per cent per annum—in the U.S.S.R. 
since 1929, and in Japan continuously since the 1870’s—compared 
with under two per cent in the U.S. A., which ranks next. (An increase 
in output is not the same as an increase in consumption; consump¬ 
tion per head was no higher in the U.S.S.R. in 1939 than in 1929, 
because of the enormous increase in the use of output for defence 
and for capital formation.) These high rates of growth have been 
associated with changes in every sphere of human life, including net 
capital formation at an annual rate of fifteen per cent per annum or 
more. In both cases inflation and high taxation have played major 
roles. The U.S.S.R. concentrated its attention upon industrialization, 
and fought its peasants instead of teaching them how to increase 


output per acre. In ten years its large-scale industrial output trebled, 
while its agricultural output increased only a little faster than its 
population. This unbalance contributed to a tremendous price in¬ 
flation, of something like a 700 per cent increase in price in ten years. 
The Japanese were more sensible. Over-all their output increased just 
as rapidly as that of the U.S.S.R., but they gave equal attention to 
industry and to agriculture. In the thirty years before the first world 
war they doubled agricultural output per person. Yet even with this, 
and with enormous taxation, their price level doubled in this period. 
It seems likely that these high rates of capital formation and of 
growth cannot be achieved without some inflation, since the levels of 
taxation and of savings required for fifteen per cent net capital forma- 
tmn or more are not otherwise attainable. But ten to twelve per cent 
capital formation is not outside the possibilities of taxation and 
voluntary savings without inflation, if government and people share 
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the objective of economic growth, and should be all the easier to 
achieve in those economies where the existence of surplus labour 
makes it possible to create some forms of useful capital without 
reducing consumption while doing so. 

What is in doubt is not whether it is economically possible to step 
up the rate of capital formation, but whether it is politically possible 
to do so within the democratic framework. The main problem is 
whether it is politically feasible to levy adequate taxation upon the 
peasants. As we have already seen (Chapter V, section 2(b )) it is 
impossible greatly to accelerate capital formation in under-developed 
countries without substantial taxation of agriculture for purposes of 
capital formation. Authoritarian regimes can do this, and this is 
essentially what they do; but they do not have to bother about the 
ballot box. Democratic regimes can do the same—it is currently 
being done both in the Gold Coast and in Burma—but they can do it 
only if they are led by statesmen who enjoy wide popular confidence 
and support. In many countries of the world new nationalist regimes 
have swept into power on a tide of national feeling; it remains to be 
seen whether they will command the courage and the will to lead 
their countries out of poverty. 

3. POWER AND POLITICS 

Governments can have a notable effect on economic growth. If 
they do the right things growth is advanced. If they do too little, or 
the wrong things, or too much, growth is retarded. In this section we 
shall begin by examining the ways in which growth may be retarded, 
and conclude by asking what are the social conditions which produce 

good government. 

(a) Roads to Stagnation 

We distinguish nine ways in which governments may bring about 
economic stagnation or decline: by failing to maintain order, by 
plundering the citizens, by promoting the exploitation of one class 
by another, by placing obstacles in the way of foreign intercourse, by 
neglecting the public services, by excessive laissez-faire , by excessive 
control, by excessive spending, and by embarking upon costly wars. 

A word may be said on each of these. , 

Weak governments fail to maintain order withrn their borders. 

Burglary and arson render property unsafe. Bandits, footpads an 
highway robbers prey upon the traveller, and diminish internal com¬ 
merce. Petty chiefs rebel, levying tolls upon trade, and plunging the 
country into civil war. Every time the ruler dies, there is a struggle tor 
the succession. Most of the history of the world can be written in 
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these terms, except at times when one strong empire or another has 
thrown a mantle of peace over wide regions. Essentially this is a 
matter of maintaining an efficient police, effective courts, and a loyal 
administration stretching over the whole country. The secret of so 
doing is not, however, widely shared amongst the world’s peoples. 
Government relies on obedience, and it is extremely difficult and 
costly to maintain order once the will to obey breaks down. Hence 
the problem is not simply one of establishing the right machinery, 
but is also one of acting in such a way that the people recognize the 
right to obedience and freely obey. It is possible that economic 
development makes it possible to enforce obedience more easily, by 
concentrating greater power in the hands of the government and by 
forging new weapons—the press, the radio—with which to influence 
men’s minds. Nevertheless, there was less disorder in the world in 
1900 than there is in 1954. 

Very few governments are free from corruption, which is the 
second obstacle to economic growth. In most countries either the 
civil service, or the politicians, or both, consider themselves entitled 
to make fortunes out of bribery, embezzlement, nepotism, or award¬ 
ing themselves favourable contracts. Indeed it is somewhat of a 


puzzle how these practices came to be put down in the course of the 
nineteenth century. In 1800 British public life was as corrupt as 
public life in most other countries, but by 1900 there had been a 
considerable change in public opinion, which greatly reduced the 
extent of corruption. No doubt one of the causes of corruption in 
some countries is failure to pay adequate salaries to civil servants; 
it is much easier to stamp out corruption when civil servants are 


reasonably well paid than it is when their salaries are well below those 
of their colleagues in comparable occupations. In any case, the 
harmful effects of corruption on economic growth can be gravely 
exaggerated. From the business man’s point of view, corruption is 
just a form of payment for service. Provided that the required bribes 
are reasonably small, having regard to the profit involved in the 
transaction to which they relate, and provided also that they can be 
foreseen when entering into contracts, they are just a form of cost 
hke any other, and they are passed on to the consumer in prices. 
What handicaps business is unexpected behaviour by officials; not 
knowing who may suddenly pounce, and how much it will take to 
buy him off. In pre-capitalist societies the commercial classes are 
usuaUy at the mercy of lords and princes, who demand loans which 
they have no intention of repaying, and whose arbitrary levies drive 
the capitalists into keeping their wealth in forms which are easy to 
hide and easy to transport The resulting discouragement of produc¬ 
tive investment is one of the principal reasons why the capitalist 
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sector grows so slowly in such economic (Chapter V, section 2 (b)). 

We come thirdly to the exploitation of class by class. History 
abounds in examples: in fact Marxists hold the view that history can 
be understood only in these terms. There are many forms of exploi¬ 
tation. The most common is the exploitation of peasants by landlords, 
who in conditions of over-population, may be taking half their 
produce. Slavery and serfdom have also been common in history. 
These divisions may be based solely on the ownership of property by 
a small minority. There are also other barriers designed to maintain 
special privileges for a particular racial, religious or cultural group— 
such as the industrial colour bar; these barriers may be maintained 
by a minority, but they may equally well be maintained by a majority 
against a minority. And of course there is the ‘class war’, which 

employers and employed are now expected to maintain against each 
other. 

Practically all governments are engaged in promoting one or other 
of these divisions, since governments usually get their support from 
one or other of these groups. There are peasant governments, against 
the landlords and the towns; landlord governments against the pea¬ 
sants and the industrialists; white supremacy governments, anti¬ 
white governments, slave-owner governments, Catholic governments, 
Protestant governments, capitalist governments, Labour govern¬ 
ments, in fact governments based upon almost every conceivable 
division among mankind. ‘Neutral’ governments hardly ever exist 
Some of the best authoritarian regimes have tried to maintain impar¬ 
tiality between various classes, but even to be impartial is to support 
the status quo. Democratic governments cannot so easily be impartial 
as authoritarian governments, since there is always a tendency for 
the most votes to go to those who can stir the greatest passions, 
unless the electorate has already a tradition of toleration and good 
sense. 

Our interest in class exploitation is in its effects on economic 
growth. The relevant points are its effects on social mobility, and on 
incentives. Slavery, serfdom, the concentration of property in a few 
hands, and all divisions based upon caste, upon birth, upon race, or 
upon religion, reduce mobility, vertically and between occupations, 
thereby depriving society of the use of some superior talents in 
superior positions, and correspondingly compelling it to depend 
upon some inferior talents in positions for which superior talents 
could be had (Chapter III, section 3(b) ). How important this is 
depends upon how large and tolerant the privileged class is. If it is 
large enough it can supply all the talent needed for superior positions. 
If it is tolerant, it will make exceptions for the best talents in the 
excluded classes, and may even strengthen itself by using exception- 
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ally the talents of clever slaves, or Jews, or other outcasts, while 

keeping the rest firmly in subjection. Prosperity demands only a 

relatively small amount of vertical mobility—only for the best 

individuals in the submerged groups. It demands, however rather 

wider incentives than this, since it is desirable that each individual 

should have some incentive to make good use of the opportunities 
open to him. 

There is now general agreement about the effect of lack of incen- 
tives on serfs, slaves, peasants and most of the other submerged 
classes of the past. Current interest in incentives centres on the cur¬ 
rently fashionable class war, namely that between employers and 
employed. At present all capitalist governments are being propelled 
in the direction of taxing capitalists heavily and using the proceeds 
to supply employees with a whole range of social services. Both parts 

° f a “ S p ° hcy are assailed ; the taxes on capitalists on the ground 
that hey discourage investment, and the social services on the ground 

that they remove the worker’s incentive to work and provide directly 

sickness'etc^Th cducation - or u for insurance against unemployment! 
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deprived equally of their stimulus. Most governments have difficulty 
in resisting the temptation to hinder foreign intercourse, since baiting 


the foreigner is one of the surest roads to popularity. On the other 
hand, there have equally been weak governments which have signed 
away valuable concessions to foreigners for small recompense, or 
have lost their sovereignty through placing themselves too easily at 
the mercy of foreign financiers (Chapter V, section 2(c) and Chapter 
VI, section 2(c)). Only the best governments can use foreign monies 
and skills to best advantage. At present most of the less developed 
countries are in a state of reaction against nineteenth century imperi¬ 
alism. They have acquired a distaste for foreign capital and foreign 
administration, and they are more anxious to protect themselves from 


further exploitation than to take advantage of current opportunities. 

Fifthly, governments may retard economic growth by failing to 
spend adequately on the public services. Development requires 
roads, water supplies, education, public health, and the like. This 
defection is not serious if there are adequate opportunities for private 
entrepreneurship to supply the deficiencies. Nearly everything that 
governments do private companies have done at some time or other, 
not excluding providing roads, police, fire services, or arbitration. 
Indeed in most of the spheres of public service the pioneering has 
been done by private entrepreneurs, and governments have come in 
only at a relatively late stage. They have, however, everywhere come 
in to take these services over from private entrepreneurs, since it has 
everywhere seemed preferable to have the ‘public’ services operated 
by ‘public’ authorities. In any case, whether governments are needed 
for these services or not, one of the ways in which they can advance 
economic growth is by developing adequate public services, since 

these arc a necessary framework for other enterprise. . 

Governments have also an important pioneering job to do, in 
which many fail. How much they need to do depends on the quan¬ 
tity, the quality and the risk-bearing propensities of their private 
entrepreneurs. The more backward the country, the greater the scope 
for a pioneering government. Excellent examples have been h 
economic activities of Burleigh in the re.gn of Elizabeth I, and of the 
Japanese governments at the end of the nineteenth century. Govern¬ 
ments are needed to support research, to invite immigrantsi to set_up 
new industries, to protect infant industries, to support fore,gn trade 
drives, to establish agricultural extension services, tomato credrt 
available cheaply, and so on. It is therefore a misfortune^for ajtack 
w «rH ronntrv to have a government which is committed to laissez 
Ze whether from indolence or from philosophical convict,om 
This'has been the misfortune of the British colonial empire in t 
nineteenth and twentieth centuries. The British colonial empire has 
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been exploited less than any other empire in history; for close on a 
century there were no preferential restrictions on trade, no tribute 
levied, and very little by way of a caste system in economic life. 
Peace was established, corruption diminished, justice administered 
fairly, foreign trade advanced, and public services created and 
extended. Where this Empire failed, economically, was in its devo¬ 
tion to laissez-faire. In agriculture the peasants were not taught new 
methods or provided with new seeds or fertilizers; and in industry 
nothing was done to foster new manufactures and to see them through 
their growing pains. Hence the rate of growth of total output was 
always slow, and hardly greater than the rate of growth of population, 
which other beneficial measures stimulated. Not all modern Empires 
have pursued this laissez-faire policy. The Dutch abandoned 
laissez-faire in Indonesia in the 1930’s, and launched a most interest¬ 
ing series of measures, but they were too late to win the allegiance 
of their subjects. The Belgians in the Congo are pursuing a vigorous 
economic policy, whose results it will be interesting to see. 

At the opposite pole from laissez-faire , governments may retard 
economic growth by showing excessive zeal for regulating the 
economy. Colbert thought it necessary to prescribe the widths of 
cloths, and the government of the U.S.S.R. thinks it necessary to 
repress private retail trade. Since no government can substitute for 
the initiative and common sense of its people, a government which 
prevents its people from exercising initiative and common sense must 
restrict economic growth. The U.S.S.R., for example, attributes its 
economic success to central planning, but this is mistaken. Its success 

T*™ C °‘! hlgh , lev ^ of 1ca P lta l formation, such as was achieved in 

Sr r SS,an type 0f P ,annin g and without so much 
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This kind of lavish expenditure is sometimes defended in countries 
where there is surplus labour on the ground that if the labour were 
not used for these purposes it would remain unemployed. It is true 
that the cost of using surplus labour is negligible if other scarce 
resources—materials, machines, etc.—do not have to be used with it, 
but this proviso is not always fulfilled. Besides, even if using surplus 
labour wastefully does not subtract from other output, using it 
productively would have added to output. If there is surplus labour 
it is better to use it to extend the irrigation system than to build 
pyramids with it. 

Apart from the actual waste of resources, lavish government 
expenditure may also retard economic growth if the taxes from which 
it is financed are levied in such a way as to blunt incentives. This is 
largely a question of technique. People may be discouraged from 
making extra effort if they know that they will have to pay a large 
part of the proceeds to someone else; this is not absolutely certain, 
since the effect may equally be to make it necessary to work harder in 
order to attain the desired standard of living, but it is a possible 
reaction. If people react in this way, income taxes and land taxes 
proportional to output discourage incentive, all the more so, pre¬ 
sumably, when they are marginally above say one-third. This effect 
can however largely be avoided by levying indirect taxes instead of 
direct taxes. The taxpayer usually does not know how much tax is 
included in the prices of the articles he buys, so in so far as the 
disincentive effect of taxation is psychological it can be avoided by 
using indirect rather than direct taxes. (We have already seen in 
section 2(b) above that indirect taxes can be as progressive as direct 


taxes ) 

Apart from this, it is probable that changes in taxation are more 
important than the absolute level of taxation. People resent increases 
in taxation, and may react unfavourably to any increase until it has 
faded from their minds. If it is an increase in indirect taxation, the 
effect is more probably to increase effort than to reduce it. As we saw 
in Chapter II, section 2(a), people work less as the return to their 
effort rises, because they buy more leisure with increasing income. 
From this it follows that the effect of raising the tax rate must be to 
increase effort, provided that the tax in question ‘san.nd.rectta^ 
People also particularly resent uncertain taxes, which the taxing 
authority may change at his will. Given stable taxes, levied not on 
income but o'n commodities, people will adjust the^Westoany 
level of taxation which leaves them a ‘reasonable standard « 

The effect of high taxation upon effort is then the same “ ff rt . 
of infertile soil or other poverty of natural resources upon effort 
low productivity may stimulate or discourage effort, or may 
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irrelevant to it; we cannot say (see Chapter II, section 3). (It is possi¬ 
ble to feel certain as to the effect of raising the tax rate, while remain¬ 
ing agnostic as to the effect of a high tax rate, since the immediate 
and the ultimate reactions to a tax are not necessarily the same.) 
Correspondingly, there is no simple limit, such as twenty-five per 
cent or fifty per cent, to the proportion which taxation can reach over 
a long period, if it is levied indirectly, and if changes are avoided. 
Thus, if real income per head is increasing, and indirect taxation is 
mgher at the margin than it is on the average, the government’s share 
will be increasing all the time, but the people’s standard of living will 
also be rising, and since taxes are not changed most of the public will 
be indifferent to them. Hence, though high taxation may discourage 
incentive if taxation is badly handled, it may have no effect on incen¬ 
tive ll appropriate techniques are used. The real burden of high taxa- 

uon upon economic growth is that it may use up resources which 
could be invested more productively. 

The extreme example of waste of resources is the use of resources 
tor making unsuccessful aggressive wars, or successful wars which do 
not result m concessions adequate to cover their cost. War keeps down 
capital formation, kills off many intelligent and enterprising young 

P °T r ° f the “ilitary-minded vri-a-v* thf 
economicaUy-mmded and, contrary to popular belief, does very 
httle to stimulate useful invention (see Chapter VI, section 3(c)) 
The most recent example of its cost is provided by Germany ■ who 
can doubt that the prosperity of the German people would now be 

on 939 ? eater ^ had SUCceeded in avoid ing the wars of 1914 and 

This completes our list of the ways in which governments mav 
retard economic growth. Clearly, good government is very difficult 
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general run of their governments is good, bad, or mediocre. Good 
government, extending over a century or more, tends to perpetuate 
itself, since high standards of public behaviour are set which then 
enter into the country’s traditions and restrain the behaviour of sub¬ 
sequent generations. Similarly a long period of bad government 
diminishes the chances of establishing better government, since the 
new generations are born to low standards and have no good tradi¬ 
tions to uphold. It follows that at any period in a country’s history, 
one can explain the quality of its public life largely in terms of its 
previous history, and of the traditions which that history has be¬ 
queathed. The problem is why the country has had a history of 
relatively good or relatively bad government. 

Once more we have to look at physical resources and their possible 
connection with human quality. Some people believe that some 
races have a better capacity for government than other races. If‘race’ 
is used in a cultural sense, this merely re-states the problem we are 
seeking to solve; if it is used in a biological sense, this hypothesis 
cannot be taken any further until we know more about the genetic 
composition of different peoples. The little we know so far discounts 
the idea that the genes which make for good government have a 
peculiar geographical distribution. The climatic hypothesis also does 
not take us far. There seem to have been good and bad governments 
in all the climates of the world, among all races, and in all conditions 
of poverty or richness of natural resources. The human response to 
resources is not to be explained by the resources themselves. 

The political philosophers, since Plato, have sought to explain 
good government in terms of constitutional forms, arguing that it is 
more likely to survive in conditions of democracy, or dictatorship, 
or benevolent autocracy, or monarchy, or whatever the particular 
philosopher or the fashion of the times supports. This approach does 
not survive much acquaintance with history. Italy, for example, has 
a recorded history which stretches back 2,500 years, and which in¬ 
cludes experience of every constitutional form. It is not possible to 
pick out any one of the forms—say the democratic periods, or the 
periods of monarchy, or the periods of dictatorship and say that 
Italy was always better governed under this form than under any 
other. The same applies to Greece, to Egypt, to India, or to China, 
whose recorded histories are even longer. Good government demands 
a combination of wisdom in the rulers with the consent of the ruled, 
and this combination is not monopolized by monarchs, by demo¬ 
crats or by dictators. This is not meant to belittle the importance ot 
institutional checks or of constitutional forms. The democratic 
forms of government do away with the worst excesses of government 
if they adequately restrain the power of the executive. But not a 
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democratic forms include adequate restraints, and even the best 
constitution will not guarantee that a good government will be 
elected. The quality of the government depends rather upon the 
quality of the governed than it does upon the forms of govern¬ 
ment. 

The twentieth century version of the institutional thesis sometimes 
puts forward the claims of self-government as against imperialism. 
We cannot, however, with any respect for history assert that coun¬ 
tries are necessarily better governed when they govern themselves 
than when they are governed by others. On the contrary, some of the 
happiest periods of history have been the periods when great empires 
in their heyday have kept the peace over vast regions, and provided 
a reasonable framework of public services. The new nationalist gov¬ 
ernments which have come to birth in the twentieth century have some 
advantages over the imperial governments which they have displaced. 
They are not so disposed to laissez-faire , in backward conditions 
where laissez-faire is inappropriate. They are more concerned with 
the well-being of the peasantry, and are more anxious to protect 
them against exploitation by landlords and by moneylenders. Most of 
them are opposed to colour bars, and other restrictions on the enter¬ 
prise of native peoples. And they are sometimes able to awaken an 
enthusiasm for development, founded on self-respect, which their 
imperial predecessors could not command. On the other hand, they 
have substantial disadvantages. They are much less stable, and cannot 
even in some cases maintain order within their borders. They are as a 
class (with individual exceptions) more corrupt than their prede- 
cessors They tend to be too wedded to urban interests, and too 
wilhng t° advantage the towns at the expense of taxes on the peas- 

®"‘ S ; They very easl ‘y int ° xenophobia. Their imperial prede¬ 
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religions and tongues, with relative impartiality. Tolerance is a plant 
that grows in many soils. 

For believers in original sin, good government is always a tem¬ 
porary phase in the history of a nation, since it is beyond the wit of 
man to prevent governments from moving in one or other of the 
directions which lead to economic stagnation. Thus, the up and 
coming nation has great difficulty in resisting the temptation to 
launch upon a succession of aggressive wars, which may bring gain 
over some decades, but which eventually ruin the country (Chapter 
VI, section 3(c)). Or else, if peace is maintained for some decades, 
the bureaucrats come to the fore, with their excessive ambitions for 
public expenditure, and the nation is ruined by heavy taxation. Or 
else the itch to control the economy and to set wrongs right becomes 
too strong to be resisted, and individual initiative is throttled by a 
mass of controls. Or the government inevitably gets involved in class 
disputes, harassing the entrepreneurs, or binding the peasants into 
serfdom, or otherwise supporting exploitation or restricting incen¬ 
tives. If we follow this line of approach, what is surprising is not how 
little good government there has been in human history, but, on the 
contrary how much good government there has been, having regard 
to the limitations of human wisdom, and to the innumerable 
temptations which lie in wait for unwary statesmen. 

Whenever we have sought the clue to human history in this 
volume we have failed to find it. Perhaps there is no clue. Every 
explanation we give of human behaviour is itself only another 
question. If we ask why a people has made a certain choice, the 
answer lies usually in its history; but if we ask why it has had that 
particular history, we are back among the mysteries of the universe. 
Fortunately, not all the answers depend upon history. It is possible 
for a nation to take a new turn if it is fortunate enough to have the 
right leadership at the right time. In the last analysis history is only 
the record of how individuals respond to the challenge of their times. 
All nations have opportunities which they may grasp if only they can 
summon up the courage and the will. 
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IS ECONOMIC GROWTH DESIRABLE? 


Like everything else, economic growth has its costs. If economic 
growth could be achieved without any disadvantages, everybody 
would be wholly in its favour. But since growth has real disadvan¬ 
tages, people differ in their attitude to growth according to the 
different assessment which they give to its advantages and dis¬ 
advantages. They may dislike the kind of society which is associated 
with economic growth, preferring the attitudes and institutions 
which prevail in stable societies. Or, even if they are reconciled to the 
institutions of growing societies, they may dislike the transitional 
processes in the course of which stable societies are converted into 
growing societies; they may therefore conclude either that the 
benefits of growth are not worth the cost of the disturbance it in¬ 
volves, or also that growth should be introduced slowly, so that the 
society may have as long as possible to adjust itself to the changes 
which economic growth requires. We shall begin with the advantages 
of growth, and then consider the costs of growth in terms of the atti¬ 
tudes it requires, and in terms of the disturbances involved in the 
process of transition. 

{a) The Benefits of Economic Growth 

The advantage of economic growth is not that wealth increases 
happiness, but that it increases the range of human choice. It is very 
hard to correlate wealth and happiness. Happiness results from the 
way one looks at life, taking it as it comes, dwelling on the pleasant 
rather than the unpleasant, and living without fear of what the 
future may bring. Wealth would increase happiness if it increased 
resources more than it increased wants, but it does not necessarily 
do this, and there is no evidence that the rich are happier than the 
poor, or that individuals grow happier as their incomes increase. 
Wealth decreases happiness if in the acquisition of wealth one ceases 
to take life as it comes, and worries more about resources and the 
future. There is, indeed some evidence that this is the case; in so far 
as economic growth results from alertness in seeking out and seizing 
economic opportunities, it is only to be expected that it should be 
associated with less happiness than we find in societies where people 
are not so concerned with growth. There is evidence of much greater 
mental disturbance in the United States of America than there is in 
other countries, and, even when allowance is made for differences in 
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statistical reporting, it is at least plausible that the higher suicide rate 
is causally connected with the drive for greater success in an already 
rich community. We certainly cannot say that an increase in wealth 
makes people happier. We cannot say, either, that an increase in 
wealth makes people less happy, and even if we could say this, it 
would not be a decisive argument against economic growth, since 
happiness is not the only good thing in life. We do not know what 
the purpose of life is, but if it were happiness, then evolution could 
just as well have stopped a long time ago, since there is no reason to 
believe that men are happier than pigs, or than fishes. What distin¬ 
guishes men from pigs is that men have greater control over their 
environment; not that they are more happy. And on this test, 
economic growth is greatly to be desired. 

The case for economic growth is that it gives man greater control 
over his environment, and thereby increases his freedom. 

We can see this first in man’s relations with nature. At primitive 
levels, man has to struggle for subsistence. With great drudgery he 
succeeds in wresting from the soil barely enough to keep himself 
alive. Every year he passes through a starvation period for several 
months, because the year’s crop barely lasts out until the next 
harvest. Regularly he is visited by famine, plague or pestilence. Half 
his children die before reaching the age of ten, and at forty his wife 
is wrinkled and old. Economic growth enables him to escape from 
this servitude. Improved techniques yield more abundant and more 
varied food for less labour. Famine is banished, the infant mortality 
rate falls from 300 to 30 per thousand; the death rate from 40 to 10 
per thousand. Cholera, smallpox, malaria, hookworm, yellow fever, 
plague, leprosy and tuberculosis disappear altogether. Thus life 
itself is freed from some of nature’s menaces. Not everybody con¬ 
siders this a gain. If you think that it is better to die than to live, 
and best not to be bom, you are not impressed by the fact that 
economic growth permits a reduction of death rates. But most of us 
are still primitive enough to take it as axiomatic that life is better than 


Economic growth also gives us freedom to choose greater leisure 
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in rich with the industrial sector in poor countries, and similarly 
the agricultural sector in both countries, we shall find almost invari¬ 
ably shorter hours of work in each sector, as income grows; and 
also less drudgery, with increased use of mechanical power. 

Also, it is economic growth which permits us to have more services, 
as well as more goods or leisure. In the poorest communities sixty or 
seventy per cent of the people are needed in agriculture to procure 
food; whereas in the richest countries twelve to fifteen per cent 
suffice to give a standard of nutrition twice as good. The richer 
countries can therefore spare more people for other activities—to be 
doctors, nurses and dentists; to be teachers; to be actors and enter¬ 
tainers; to be artists or musicians. Many of the ‘higher* activities 
which philosophers value—art, music, the study of philosophy 
itself—are in a sense a luxury which society can afford to develop 
only as economic growth permits it to spare increasing numbers 
from the basic task of growing food. It is true that only a relatively 
small surplus is needed to support the arts, and that some of the 
highest artistic achievements date back to societies where the masses 
of the people were very poor. The raising of living standards over the 
past century has widened the opportunity to appreciate and practise 
the arts, without necessarily affecting the quality or quantity of the 
best art one way or the other. However, leaving aside the highest art, 
there has without doubt been an enormous increase in popular 
leisure and the popular opportunities for enjoying what were pre¬ 
viously the luxuries open to very few. Relatively far more people 
hear the work of the best composers today than heard the work of 
Mozart or of Bach in their own times, or saw the work of Rembrandt 
or of El Greco. 

Women benefit from these changes even more than men. In most 
under-developed countries woman is a drudge, doing in the house¬ 
hold tasks which in more advanced societies are done by mechanical 
power—grinding grain for hours, walking miles to fetch pails of 
water, and so on. Economic growth transfers these and many other 
tasks—spinning and weaving, teaching children, minding the sick 
to external establishments, where they are done with greater special¬ 
ization and greater capital, and with all the advantages of large scale 
production. In the process woman gains freedom from drudgery, is 
emancipated from the seclusion of the household, and gains at last 
the chance to be a full human being, exercising her mind and her 
talents in the same way as men. It is open to men to debate whether 
economic progress is good for men or not, but for women to debate 
the desirability of economic growth is to debate whether women 
should have the chance to cease to be beasts of burden, and to join 

the human race. 
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Economic growth also permits mankind to indulge in the luxury of 
greater humanitarianism. For instance, at the lowest levels of sub¬ 
sistence there is little to spare for those who cannot help themselves, 
and the weakest must go to the wall. It is only as the surplus in¬ 
creases that men take increasing care of the leper, the mentally de¬ 
ranged, the crippled, the blind, and other victims of chance. The 
desire to care for the sick, the incompetent, the unlucky, the widow 
and the orphan is not necessarily greater in civilized than in primitive 
societies, but the former have more means to spare for the purpose 
and therefore do in fact display greater humanitarianism. Some 
people are disturbed by this; they think that it is against the eugenic 
interest of society to maintain persons who are not able to keep up 
in a competitive struggle, and they consider that the long run effect 

iU be to reduce biological vigour unless such persons are sterilized 
But these are as yet in a minority. 
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become independent. Independent nations, numerous in population 
but poor in income, are anxious to have a higher status in the counsels 
of the nations. Rightly or wrongly such peoples think that if they were 
richer, and especially if they were rich enough to have powerful 
armed forces, they would count for more in international affairs, and 
there would be more respect for their nationals and for their way of 
life. There are some nationalists whose reaction to the modern world 
is to turn away from it, and to urge their people to return to the old 
ways of life. But most of the nationalists who have acquired power 
believe that it is necessary to have rapid economic growth. Many 
people believe that great differences between countries in wealth or 
economic development provoke war, and that the world would be 
nearer to peace if there were not wide disparities in standards of 
living. This is a very doubtful proposition, since societies which are 
undergoing rapid economic growth are often tempted to fall upon 
their neighbours. In any case, the causes of war are so numerous, and 
so indirectly related to economic considerations that it hardly helps 
to discuss the case for economic growth in terms of possible effects 
on peace or war. 

It is sometimes argued that any expectation that all the nations of 
the world can raise their standards of living continuously must be 
illusory, since the effect would be only to exhaust rapidly the world’s 
accumulated stocks of minerals and of fuel. This argument rests 
upon two uncertain assumptions. First it presumes that human 
ingenuity must in due course fail to find new substitutes for what is 
used up, an assumption which is rendered increasingly doubtful by 
what we are learning about the nature of the atom, and about the 
transformation of one element into another. And secondly it assumes 
that future generations have an equal claim to the world’s resources. 
Why should we stay poor so that the life of the human race may in 
some centuries to come be extended for a further century or so? Is 
there not as good a case for the present generations to make the best 
of the resources they find, and to leave the distant centuries to look 
after themselves? Even if these questions are answered negatively, 
there remains the further point that it is not the poorest nations of the 
world who are using up the minerals and fuel rapidly, but the richest. 
If the argument has validity it may be taken as a counsel to Europe 
and to North America to stop raising their standards of^vmg any 
further, but it is much less forceful as counsel to Asians and Africans, 
whose current draft on accumulated reserves is so small, to continue 

in their present poverty. 


( b ) The Acquisitive Society 

If the benefits listed above were 


available without cost, nearly 
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everyone would favour them. Many people, however, consider that 
the attitudes and institutions which are necessary for economic 
growth are undesirable in themselves; they prefer the attitudes and 
institutions which belong to stable societies. 

In the first place, they dislike the economizing spirit, which is one 
of the conditions of economic growth. If other things are equal, 
growth is most rapid in those societies where people give their minds 
to seeking out and seizing opportunities of economic gain, whether 
by means of increasing earnings, or by means of reducing costs. And 
this propensity to economize, though it might equally well spring 
solely from a desire to reduce drudgery and increase the leisure 
available for enjoyment or for spiritual pursuits, seems in practice 
not to be well developed except when it is associated with a desire for 
wealth, either for its own sake, or for the social prestige or the power 
over people which it brings. It is arguable that economy is a virtue, 
in the sense that there is the same sacred duty imposed upon man to 
abhor waste and to make the best use of his resources as there is to 
abhor murder and to look after the widows and orphans—in fact the 
parable of the talents says that this is so. Not everyone agrees that we 
have a sacred duty to fuss and bother about resources, or about fleet¬ 
ing time; these would say that economy costs too much in nervous 
energy and human happiness, and is rather a vice than a virtue. They 
might admit a duty to economize or work enough to reach some 
minimum standard of living, necessary for health and comfort fa 
dubious concept) but would argue that economy beyond this level 
is not worth the effort. Moreover, even those who accept economy to 
be a virtue may nevertheless deplore the fact (if it is a fact) that this 
virtue is found only in association with the vice (if it is a vice) of 
materialism. It is possible to desire that children should be taught to 

them ft he ° f ^ T ° U ? eS and °PP°rtunities available to 
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regard of other duties, obligations or rights results in unbalanced 
personalities and also in harm to other persons. It is just as much 
possible for a society to be ‘not materialistic enough’, as it is for it to 
be ‘too materialistic’. Or, to put the matter the other way round, 
economic growth is desirable, but we can certainly have too much of 
it (more than is good for spiritual or social health) just as well as we 
may have too little of it. 

Exactly the same comment can be made in relation to individual¬ 
ism, which is the second score on which economic growth is attacked. 
It seems to be the case that economic growth is more likely if in¬ 
dividuals attend primarily to their own interests and those of their 
more immediate relations than if they are bound by a much wider 
net of social obligations. This is why economic growth is associated, 
both as cause and as effect, with the disappearance of extended 
family and joint family systems; with the erosion of social systems 
based on status (slavery, serfdom, caste, age, family, race) and their 
substitution by systems based upon contract and upon equality of 
opportunity; with a high level of vertical social mobility; and with 
the decline of tribal bonds, and the reduced recognition generally of 
the claims of social groups. This is another problem which cannot 
be solved by making a virtue of one side of the argument and a vice of 
the other. There are some rights which all individuals ought to have, 
and which should be protected against all social claims; and at the 
same time every individual belongs to a group, or whole series of 
groups, whose existence is necessary to his own social health, and 
whose continuance depends upon his recognizing the claims of the 
group and loyally accepting its authority. The growth of individual¬ 
ism in the past five hundred years has had its evil side, but it has also 
been a valuable and liberating influence. Economic growth cannot 
therefore be attacked for being associated with individualism as if 
the only good things in human relations were tribalism, social status, 
extended family relations, and political authoritarianism. 

A third line of attack upon economic growth derives from its 
association with reliance on reason. Economic growth depends upon 
improving technology, and this in turn is greatest where men have a 
reasoning attitude both towards nature and also towards social rela¬ 
tions. Now the reasoning mind is suspect, either because it is believed 
to result in religious agnosticism or in atheism, or also because it is 
considered incompatible with the acceptance of authority. As for 
religious belief, it is an open question whether decline of belief in God 
or gods is to be blamed for the evils of our time, or even whether the 
evils of our time are greater than those of previous ages in which 
religious belief was commoner. But, in any case, it is not true that 
belief in the importance of reason is inconsistent with belief in God. 
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The existence of God cannot be proved or disproved by rational 
means, so there is no reason whatsoever why the most rational of 
men should not also believe in the existence of God. Reason erodes 
not religion but authority, and it is only in so far as religion is based 
upon authority that the reasoning mind is hostile to religion. But in 
this sense the reasoning mind is just as hostile to science as it is to 
religion; for it is hostile to any attempt to claim that current doctrine 
is not open to re-examination from the roots upward, or that only the 
initiated have the right to question its validity. Here again, however, 
as with materialism and with individualism, so also with reason; 
truth is not to be found by identifying virtue with one only of two* 
opposites. For, just as materialism and spirituality are both desirable, 
so also society needs to have both reason and authority. The good 
life is founded in weaving a pattern of opposite principles, not in 
rejecting some and using only the others. 

A fourth line of attack is pursued by those who do not like the 
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and many people therefore think that we would be better off without 
them. 

Large scale organizations are also disliked because of the dis¬ 
cipline they impose; day after day men must rise at the same hour, 
arrive at their place of work at the same hour, do much the same 
things, and return home at the same time. Some think that this makes 
life drab and monotonous, and reduces human beings to the mech¬ 
anical role of cogs in some vast wheel. They would prefer that men 
should not be tied to the clock, and should have greater freedom of 
choice from day to day, though it is by no means clear either that 
the man who works in the one-man business is less a slave of the 
clock, or that having regular habits is something to be deplored. 

The economies of large scale organization also result in the growth 
of towns, especially when this is associated with growing real income 
per head, which increases the demand for manufactured products 
and for services relatively to the demand for agricultural products. 
In so far as the revolt against large towns is associated with a pre¬ 
ference for agricultural occupations, it is really a revolt against 
technological progress. For it is technological progress which 
enables a country to produce with fifteen per cent of its population 
enough food to feed the whole, and if we are to return to the days 
when seventy per cent of the people were needed upon the land 
either we must abandon all that agricultural science has taught us, 
or else we must reduce hours of work to about ten a week. It is tech¬ 
nological progress in agriculture which results in the growth of urban 
occupations, but it is the economies of large scale organization which 
result in these urban occupations being concentrated in ever larger 
towns. That this is undesirable is by no means clear. The majority of 
people, when given the chance of working in the town or in the 
village, choose the town—this is why towns grow at the expense of 
villages; only a minority prefer the village to the town, and many of 
those who denounce the town are in fact careful to avoid living in 
villages. If towns are thrown up in a great hurry, without proper 
planning or control, they can indeed be slummy, drab, ugly and un¬ 
healthy; but in these days there is no reason why new towns (or even 
old ones for that matter) should not be as beautiful, gracious, 
healthy and inspiring as any village, as well as providing far wider 
opportunities for exercising body, mind and soul than any village 
could ever hope to offer. 

Finally, economic growth may be deplored in so far as it is depen¬ 
dent upon inequality of income. That this dependence exists cannot 
be denied since growth would be small or negative if differential 
awards were not available for hard work, for conscientious work, 
for skill, for responsibility and for initiative. It is arguable in any 
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given situation whether the existing differentials are too great or too 
small, in the restricted sense of being greater or less than is required 
to achieve the desired rate of economic growth. But it is not arguable, 
as the rulers of the U.S.S.R. soon discovered, that significant econo¬ 
mic growth could be achieved even if there were no differentials at 
all. Now, part of the revolt against economic growth on this score is 
no more than an argument that in some particular place or time the 
differentials existing are greater than are necessary for the achieved 
level of growth, and are due to faulty social organization. To this 
extent the argument simply becomes one of altering social institu¬ 
tions (inheritance of property, ownership of land, taxation, educa¬ 
tional opportunities, etc.) in ways which alter the distribution of 
income or of property without reducing the rate of economic growth. 
But there are also situations where the degree of differentiation 
which economic growth demands is not acceptable even when it is 

fully admitted that smaller differentiation would reduce growth_ 

for e^mple, situations where foreign teachers or technicians cannot 
be had except at salaries which are high by local standards, or where 
pioneering foreign or domestic entrepreneurs are unwilling to 
initiate developments unless they are allowed the chance to make 
and keep profits at a rate far in excess of what is locally thought to 
be reasonable’. The economic test in such matters is that of suddIy 
and demand: ‘reasonable’ differentials are those salaries or profits 
which are objectively necessary in the situation to secure the required 
supply of* skill or initiative. But what is ‘reasonable’ on this test may 
well be unreasonable’ by some other standard of merit or social 
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assessed separately in each situation as best we may. It is because 
economic growth has both its gains and its losses that we are all 
almost without exception ambivalent in our attitudes towards 
economic growth. We demand the abolition of poverty, illiteracy and 
disease, but we cling desperately to the beliefs, habits and social 
arrangements which we like, even when these are the very cause of 
the poverty which we deplore. 

(c) Problems of Transition 

Special problems arise when it is a matter of introducing economic 
growth into societies which have existed for some centuries at low 
levels more or less of economic stagnation. For it is then necessary to 
transform beliefs, habits and institutions, and though in due course 
when the new beliefs, habits and institutions have been going for 
some time, and have become firmly rooted, a new dynamic equili¬ 
brium may be reached which is in every sense superior to the old 
static social equilibrium, nevertheless the transition may produce 
temporary but very painful situations. 

One of the more obvious of these is changing peoples’ habits of 
work. For example, suppose that copper is discovered in a very 
primitive country where all the people have land of their own which 
enables them to live to their own satisfaction, though at very low levels 
of health, of material standards, or of culture. These people do not 
want to work in copper mines, and it may be that they will not 
voluntarily accept employment at any wage which would make it 
remunerative to work the mines. On the other hand, it is also 
possible that if they were forced to work in the mines the wealth they 
could thereby produce would make it possible to give them very much 
higher standards of material well-being, of health, of education and 
of culture. Suppose also that if initially forced they would after a 
while acquire such a taste for the new kind of work, such an appre¬ 
ciation of their high standards, and such contempt for their previous 
ways of life that in due course they would be glad to work in the 
mines after the force was removed. Is the temporary use of force 
justified in these circumstances? This abstract example is by no 
means a mere academic exercise, since it is not at all dissimilar to 
what has happened in some parts of Africa, where the people have 
been forced to work in mines or on plantations, whether by orders 
issued through their chiefs, or because this was the only way of earn¬ 
ing money to pay the taxes imposed on them for this purpose, or 
because they were driven off their lands. What actually happened in 
these cases is more complicated than the facts given in our abstract 
example, because of the additional fact that those who exercised 
force in these circumstances did it primarily to enrich themselves, 
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and not because they wished to benefit the Africans. In some of these 
cases there is also the further fact that the Africans have not even 
benefited materially; on the contrary, their former villages are 
ruined economically, their way of life has been destroyed, while they 
themselves live in barracks, slums and shanty towns in material no 
less than in spiritual impoverishment. We have always emphasized 
in this enquiry that it is possible to have economic growth, in the 
sense of increasing output per head, without the majority of the 
people being any better off, because the increased output enriches 
only a powerful few. Most people in the world would agree that such 
developments are immoral, and would condemn economic policies 
which benefit the few at the cost of the many no matter how great the 
increased output that would result. This, however, is quite different 
from the abstract case we are examining, since it is one of the pre¬ 
suppositions of this case that the effect will be greatly to increase both 
the material and the cultural standards of the people involved, and 
that they themselves will in due course prefer the new way of life to 
the old. Faced with this example people react in different ways. Some 
rest their case on opposition to compulsion: however good the 
ultimate effects, they say, no man should be coerced for his own 
good, or for the good of his descendants. Others rest their case on 
happiness; even if the people come to prefer the new way of life to the 
old, they say, they are not really any better off because they are not 
any happier; hence they have had a painful transition to no purpose 
since they have gained nothing that matters—a questionable argu¬ 
ment, as we have already seen, since it is doubtful whether happiness 
is an appropriate test of change. Still others react differently and 
would justify coercion if it greatly benefited the coerced. Thus 
Negroes in the New World condemn the act of slavery which took 
them there, but in truth not all of them regret that their forefathers 
were not left in the jungle villages of West Africa. So also there will 
always be politicians and statesmen, while the world lasts who will 

coerced*° SUbjeCtS for the u,timate good of the 

The question of the limits of permissible force is currently very 
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away* of the state; but we may well doubt whether liberties once 
surrendered are ever so easily regained. Neither does the invitation 
guarantee a rising standard of living; output may rise rapidly, but the 
dictator may decide to use it for purposes other than raising the 
standard of living of ordinary people. In any case, it is quite clear 
that it is not necessary to have a dictatorship in order to have econo¬ 
mic growth. One or two democratic governments of under-developed 
countries—Burma, the Gold Coast—have shown that they have the 
will and the courage to find the resources which are necessary for 
growth, and that this can be done within the democratic framework 
by leaders who enjoy widespread confidence and support. It is up to 
other democracies to show that they can do the same. 

Another painful transition is that which has to be made in social 
relations. The opposition of reason to authority, the movement from 
status to contract, and the change from social stability to vertical 
social mobility all upset existing relationships, whether in the matter 
of class, religion, political obedience, or family ties. This is clearly 
enough the case if the transition comes to a head in violent revolu¬ 
tion, but even without this the transition is painful because it frus¬ 
trates existing expectations and rights in every sphere. Many people 
are opposed to economic growth on this account. Some take the view 
that the old relationships are as good as the new or even better—they 
dislike the new freedom of family relations, the alleged Tights’ of the 
‘common man*, and the destruction of the old social harmonies. 
Others, who do not believe that the old relationships were particu¬ 
larly harmonious, and who prefer the new, nevertheless question 
whether the difference is worth the cost. This, clearly, is an issue 
which can be decided only in terms of the valuation which one sets 
upon such matters as increased knowledge, equality of opportunity, 
better health standards, longer life, and the other fruits of economic 
growth. 

Then there is the transition which has to be made in moral values. 
In the old society children are brought up into a code of behaviour, 
of duties, and of loyalties. The new society has a different code. Good 
behaviour in one society may be bad behaviour in the other. The 
duties and loyalties shift from one set of persons and institutions to 
another set—from the age-group to the trade union, or from the 
chief to an employer, or from the family to impersonal customers. 
In due course the new code may be established, and may work as 
smoothly as its predecessor, but meanwhile the community may pass 
through a trying time, during which the old morality has been cast off 
before the new has taken hold. Such transitions have been particu¬ 
larly painful in the past because we have not understood what was 
taking place. The transition is made much easier if the morality of 
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the old society and the morality of the new society are both well 
known, and if those who are responsible for setting or guarding the 
moral standards of the community (especially the priests, the 
teachers and the legislators) deliberately set out to preach the new 
morality, right from the beginning of the change. But, in the first 
place, it is only recently that we have come to understand these 


matters, and to appreciate in particular the extent to which moral 
codes are bound up with and appropriate to particular social and 
economic patterns. In the second place, those who guard the moral 
standards of the community usually consider it to be their duty to 
guard the old code; they are hostile to the change, and regard the new 
code as immoral. And thirdly, even if they were won over to the new 
code, much of their authority disappears in the transitional phase, 
because of the growth of reliance on reason, and because of the pub¬ 
lic’s loss of confidence in the institutions and practices with which 
these guardians have hitherto been identified. Thus the new code is 
not introduced systematically, or authoritatively. It is picked up only 
gradually, and in parts. New beliefs and old beliefs mix inconsistently. 
And there is much frustration and bewilderment when people do 
what they know to be the right thing to do, and find themselves 
ridiculed, scolded or punished for behaving in that way. 

Painful transitions are inherent in the transformation of a society 
from one way of life to another; they cannot be altogether avoided 
except by avoiding change itself. This no one can do. The propensity 
to change is inherent in the nature of man. For man is essentially 
curious, and therefore forever accumulates knowledge, which alters 
his way of life. He is also prone to dissatisfaction, wanting more than 
he has, or moving about, or coveting his neighbour’s status or pos¬ 
sessions. He has also a sense of adventure, which makes him take 
chances, and a sense of rebellion, which is a constant challenge to 
hierarchical relations. It is therefore a waste of time to think in terms 
ol stopping social change, and a waste of sentiment to regret that all 
estabhshed institutions must pass away. For social change arises just 

out of those parts of our nature which distinguish us from the rest of 
toe animal kingdom. 
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leaven of economic change is already working in every society- 
even in Tibet—thanks to the linkage of the world which has been 
achieved in the past eighty years by steamships, by imperialism by 
aeroplanes, by wireless, by migration, by Hollywood and by’the 
printed word. There have, in particular, been two developments 
which make it imperative not to retard but to accelerate further 
growth. One of these is the fact that aspirations have grown faster 
than production. And the other is the fact that death rates are 
falling faster than birth rates. 

In all the under-developed world aspirations now greatly exceed 
production, and the gap is growing, The masses of the people are 
beginning to believe that their poverty is unnecessary, and that it 
could be ended by changing their allegiances. Some few believe that 
it could be changed by their own individual endeavour, but many 
more believe that the solution lies in repudiating their landlords, or 
their employers, their priests or their present political rulers. Some 
politiciansalsohavegreat aspirations, whetherit be to raise the material 
and cultural standards of their people, or also to raise the standing of 
their country in international affairs. Now a large gap between 
aspirations and production can be very dangerous, since it produces 
frustrations from which almost anything may emerge. Many people 
fear that the result will be ‘communism’ (a word which no longer has 
any precise meaning). Some fear the spread of native breeds of ‘fas¬ 
cism’ (a word which has to be interpreted to include the traditional 
warlordism of many eastern countries, as well as the Latin American 
‘caudillo’). Others again see a strong likelihood that power will pass 
to religious fanatics (to mullahs, Mahasabas, rabbis and the like). 
It is not therefore surprising that the leaders of many under-developed 
countries give a very high priority to measures for rapidly increasing 
production. Whether they will have the courage, and the necessary 
internal and external support, to raise the necessary resources may be 
doubted. And it is also doubtful whether in any case aspirations will 
not continue to outdistance production. But those who believe that it 
would be wrong to speed up production because of the effects on 
social relations, or on moral codes, usually forget both that these are 
already changing rapidly, and also that the results of frustrated 
aspirations may be even more dangerous to existing patterns than 
speeding up production would be. 

The population dilemma is even less escapable. Under-developed 
countries untouched by external influences seem to have stable 
populations, with birth and death rates both very high by current 
standards. Once these countries are drawn into the modern world, 
with the consequent eradication of local famines and introduction of 
public health and medical care, the death rate begins to drop rapidly, 
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and may fall from forty to ten per thousand in less than two genera¬ 
tions. It then becomes necessary to begin to increase total production 
by rates of one or two or three per cent per annum, to keep up with 
rising population. Also, unless there is plenty of land available, it 
also becomes necessary to take steps to reduce birth rates to the same 
spectacular degree as death rates. This seems, however, almost 
certainly to require that production should grow even faster than 
population, since most of the explanations of the reasons why people 
adopt family limitation ultimately turn upon rising standards of 
living. In such a situation we cannot really choose to retard the 
growth of production; on the contrary in practically every one of the 
countries usually called under-developed the situation is that the 
current rate of growth of production is not adequate to permit the 
population problem to be tackled seriously. Again those who argue 
for retardation have usually overlooked what is happening to popu¬ 
lation, and have forgotten that the consequences of a population 
explosion may be much more damaging to existing social structures 
and moral codes than the consequences of any likely increase in pro¬ 
duction would be. 
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